The New York 
Certified Public Accountant 


TABLE OF CONTENTS 


Current Events 


Published Financial Statements 
By Victor H. Stempr, C.P.A. . 


Round Table Series 
Consolidations and Reorganizations 


Real Estate Accounting . 


Authors of Articles In This Issue 


Published by 
Tue New York StaATE Society oF CERTIFIED PusLic ACCOUNTANTS 
15 E. 4lst STREET - NEW YORK 


Managing Editor 
WENTWORTH F, GANTT 


Vou. X june + 1940 No. 9 

PAGE 


The New York CertiFiep AccountTANT is pub- 

lished monthly from October to June. Copies may be 

obtained at the office of the Society at twenty-five cents per 

copy, $2.00 per year. All other communications relating 

to this publication should be addressed to the Committee 
on Publications. | 


Copyright 1940, by 
THE NEW YORK STATE SOCIETY OF 
CERTIFIED PUBLIC ACCOUNTANTS 


[The matter contained in this pubiication, unless otherwise stated, 

will not be binding upon the Society; and it should be understood 

that any opinions expressed in articles published herein are the 

opinions of the authors of the articles, respectively, and are not 
promulgated by the Society.] 


d 
t 
h 
t 
M 
Ez 
La 
! ] 
M 0 
C 
Lun 
m 
Aft. 
R 


CURRENT EVENTS 


Seventh Regional Chapter 
Conference 


At Holl’s Inn on Fourth Lake, 
Inlet, N. Y., the Society’s Seventh 
Annual Regional Chapter Confer- 
ence will open on Friday, June 28th, 
and last through Sunday evening, 
June 30th. The Committee in charge 
of the Conference has arranged a 
most interesting week-end and it is 
hoped that as many members and 
their families as possible will be on 
hand this year. The Committee 
takes pleasure in announcing the 
following program: 

Friday, June 28, 1940 
Morning—Informal Sports. 
Luncheon—1 P.M. 


Afternoon—2 :30 P.M. 
Round-table Discussion. 
“Auditors’ Reports and Auditing of the 
Small Business.” 
Discussion will be led by James L. Strong. 


Evening—Dinner—6 :30 P.M. 

“Information Please”, an adaptation of the 
famous radio program, with the members 
asking our “Board of Experts” questions 
on accounting, auditing, and taxes. 


Ladies’ Entertainment — Afternoon — Tea at 
Blue Mountain Inn. 


Saturday, June 29, 1940 
Morning—Golf and Tennis Competitions. 


TROPHIES 
Competition for F. H. Hurdman Trophy 
for Chapter Golf Teams — Victor H. 
Stempf Low Gross Golf Trophy—James 
F. Hughes Low Net Golf Trophy and 
the Morris C. Troper Tennis Trophy. 
Additional prizes have been arranged for 
by the Committee. 
Luncheon—1 P.M. Steak Roast. One of the 
most popular events of past Conferences. 
Afternoon—2 :30 P.M. 
Round-table Discussion. 
“Accountants’ Office Procedure.” Discus- 
sion will be led by Benjamin Greenberg, 


Chairman of the Technical Committee 
on Accountants’ Office Procedure. 


Evening—Dinner—6 :30 P.M. 

“Public Opinion and the Accounting Pro- 
fession” talk by J. Arthur Marvin, Vice 
President, and Chairman of the Commit- 
tee on Public Relations. 

Remarks by President A. S. Fedde. 


Ladies’ Entertainment—A fternoon—Boat Ride 
on Fourth Lake—Tea at Holl’s Inn. 
Sunday, June 30, 1940 
Informal sports and general relaxation. 


Accountants’ Office Procedure 


Recently, the Committee on Ac- 
countants’ Office Procedure mailed 
a questionnaire to the accounting 
firms represented in the membership 
of the Society. 

The questionnaire is being used 
as the basis for a study of the prac- 
tices in accounting offices with 
regard ‘to Time Reports, Billing, 
Costs and Overhead and General 
Procedure. 

Members who have received the 
questionnaire and have not answered 
it are urged to do so. The informa- 
tion obtained from the questionnaire 
will be published and made avail- 
able to all members of the Society, 
as it is expected that this infor- 
mation will constitute a real con- 
tribution to the literature of the 
profession. 


Seventh Annual Outing 

On June 4th the Annual Outing 
and Tournament of the Society was 
held at the Westchester Country 
Club, Rve, New York, and was at- 
tended by approximately seventy 
members and guests. Although the 
day was warm, it was_ perfect 
weather, and a most enjoyable time 
was had by everyone. The golf and 
tennis tournaments were keenly 
contested, and the usual attractive 
prizes were awarded, the winners 
of the different events being as 
follows: 
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Golf 


The Walter A. Staub trophy was 
won for the second successive year 
by Archie F. Reeve with a low gross 
of 84, thus securing a second leg 
on this cup. Everett J. Penny, with 
a low net of 70, gained the F. W. 
Lafrentz trophy. Andrew Stewart 
scored a low gross of 88 to win the 
second prize in this group, while 
J. Arthur Marvin was runner up in 
the low net division with 75. Other 
low-net winners were, Class A: 
Rudolph Mattis, Robert R. Booth, 
W. C. Wheeler and Robert Smart. 
In Class B: Harold J. Beairsto, 
Joseph Getz, Thomas J. Hogan and 
Harold B. Simpson. 

Prizes were also given to Thomas 
W. Brown for low gross in two 
selected holes, Arthur B. Moll for 
high gross on same, Carol F. Hall 
for the most beautiful slice in first 
hole, and Armand L. Bruneau, Jr., 
for highest card turned in.. 


Tennis 


The Leidesdorf Tennis Trophy 
was won for the third time and 
retired this year by Armand L. 
Bruneau, who defeated Frederick 
M. Bruell in a closely fought second 
set of the final round to win 6-2, 
8-6. Bruneau had defeated Gibson 
in the semi-finals 6-2, 6-2, and 
Bruell won from Farrand in the 
same bracket by the score of 6-0, 
6-4. The winner had previously 
won two legs on the cup in 1937 
and 1939, 

Door prizes were won by Harry 
E. Van Benschoten, Edwin E. 
Leffler, and Col. Robert H. Mont- 


gomery. 


Bulletin Binders 


As announced in the May issue 
of the Bulletin, members may have 
copies of last year’s and this year’s 
bulletins attractively bound for 
their libraries at a cost of $2.00 for 
each year. This includes all bul- 
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letins from October 1938 through 
the present June 1940 issue. 

The Publications Committee also 
wishes to announce that binders are 
now available to members in which 
they may keep in convenient form 
current issues of the bulletin re- 
ceived during the year until such 
time as they may be bound. The 
cost of these binders, which will be 
of the same color as used for the 
bound volumes, will be $1.50 each. 
They may be obtained from the 
Society’s office. 


Society and Board Meetings for the 
Ensuing Year 


The dates for the meetings of the 
Society have been selected and are 
as follows: 


Monday—October 7, 1940 
Monday—November 18, 1940 
Tuesday—November 19, 1940 
Monday—December 9, 1940 
Monday—January 13, 1941 
Monday—March 17, 1941 
Monday—April 14, 1941 
Monday—May 12, 1941 


The meetings of the Society 
scheduled for Monday and Tuesday, 
November 18th and 19th will be de- 
voted to State and Federal Taxation. 

The following are dates tentative- 
ly set for regular meetings of the 
Board of Directors: 


October 4, 1940 
November 14, 1940 
December 5, 1940 
January 8, 1941 
February 13, 1941 
March 17, 1941 
April 9, 1941 

May 12, 1941 


Practising Law Institute 
Summer Session 
During the two week period from 
July 8th to 19th eight hours of con- 
centrated instruction in all phases 
of federal tax work will be given 
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Current Events 


daily by the Practising Law Insti- 
tute, a non-profit educational insti- 
tution chartered by the New York 
State Education Department. Four 
practical courses on taxation, de- 
signed especially for accountants 
and lawyers are included in the 
program of the third annual Sum- 
mer Session which the Practising 
Law Institute will conduct at the 
Hotel Astor in New York City. 

A course on the Fundamentals of 
Federal Taxation, presents the basic 
concepts and principles of income, 
estate and gift taxes, and is given 
from 9 to 11 A.M. 

The practical technique to be em- 
ployed in the various phases of 
typical tax cases, including practice 
and procedure in connection there- 
with are studied in a course on Tax 
Practice and Procedure, given from 
11 A.M. to 1 P.M. 

A course dealing with Social Se- 
curity Taxes will be given from 
4 to 6 P.M. by a former Deputy 
Collector of Internal Revenue. 

In the evenings from 8 to 10 P.M. 
there is an advanced series of lec- 
tures on Current Problems in Taxa- 
tion covering such subjects as Mini- 
mizing Taxes, Trust Problems, 
Trust Income, Corporate Dividends, 
Profit Sharing Annuity and Pension 
Plans, Improper Accumulations of 
Corporate Surplus, Current Trends 
in Taxation, etc. 

The courses are given by twelve 
tax specialists, all of whom are 
lawyers. Among them are Mark 
Eisner, formerly Collector, United 
States Internal Revenue, Maxwell 
E. McDowell. head of the Tax De- 
partment of the Standard Oil Com- 
pany of New Jersey, Howe P. 
Cochran, author of “Scientific Tax 
Reduction”, George G. Blattmachr, 
contributor to Montgomery’s “Fed- 
eral Income Tax Handbook”, Prof. 
Erwin N. Griswold of Harvard Law 
School, and Prof. Gerald L. Wallace 
of Yale Law School. 

The Summer Session includes 
eleven other courses, several of 
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which such as the ones on’ Bank- 
ruptcy and Corporate Reorganiza- 
tions and Corporate Practice are also 
of interest to accountants. 

A booklet describing the courses 
in detail is available at the Practising 
Law Institute, 150 Broadway, New 
York City, or the office of the 
Society. 


Biographical Questionnaire 

There was recently sent to all 
members an address and informa- 
tion questionnaire to be filled out 
and returned to the office of the 
Society. The purpose of this ques- 
tionnaire is to enable the Society 
to have on hand at all times com- 
plete information and other data per- 
taining to its membership. It will 
be greatly appreciated if all those 
who have not already filled out and 
returned this form kindly do so as 
soon as possible. 


Publications Received 


TAX YIELDS: 1939—Tax Policy 
League, Inc-—May 1940; 140 pages; 
$2.50. 

This volume provides detailed and 
classified tax yield data for the Fed- 
eral Government for the ten year 
period 1930-1939, for State Govern- 
ments for the four years 1936-1939, 
and for Local Governments for the 
one year 1939. It contains 90 tables 
and 22 charts, and is cloth bound. 


PROPERTY TAXES—Tax Policy 
League, Inc.—May 1940; 300 pages; 
$2.50. 

This book contains a number of 
papers delivered by tax authorities 
at the symposium conducted in De- 
cember 1939 in Philadelphia, Pa.., 
by The Tax Policy League. These 
papers are devoted to the considera- 
tion of property tax and the many 
problems it has created, and include 
an analysis of trends, theories, and 
the administration of real estate and 
personal property taxation. 
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NEW YORK LAWS AFFECTING 
BUSINESS CORPORATIONS — 
U. S. Corporation Co.—May 1940; 
584 pages; $2.00. 

This annotated edition is revised 
to April 30, 1940, and includes all 
changes affected by the Legislature 
recently adjourned, as well as many 
annotations of judicial decisions. 
These changes consisted of 30 sepa- 
rate enactments amending, repeal- 
ing, or adding 43 separate sections 
of the statutes appearing in this 
publication. Of these sections, at 
least 25 can be considered as of 
major importance. 


Robert S. Pasley 


Robert S. Pasley, prominent cer- 
tified public accountant and member 
of The New York State Society of 
Certified Public Accountants since 
December, 1918, died on May 22nd 
in the Orange Memorial Hospital 
at Orange, N. J. Mr. Pasley was 
58 years old. At the time of his 
death Mr. Pasley was a partner of 
the accounting firm of Pasley & 
Conroy. 

He was a member of several pro- 
fessional and fraternal organizations 
including The American Institute of 
Accountants and The New Jersey 
State Society of Certified Public 
Accountants. 

He is survived by his wife and 
eight children. 


Ernest A. Brown 


Ernest A. Brown, of the firm of 
Alson & Brown, and a member of 
The New York State Society of 
Certified Public Accountants since 
February, 1926, died suddenly on 
June Ist. He was 4 years old. 

Surviving are a brother and a 
sister. 


Harry F. Searle 


Harry F. Searle, a valued and 
esteemed member of the Society 
since October, 1901, passed away on 
May 29th. 

He is survived by a brother. 


Charles P. Fritz 


Charles P. Fritz, a member of the 
Society since May, 1930, died sud- 
denly on June 7, 1940, at the age 
of 35. 

Mr. Fritz is survived by his 
mother. 


Walter C. Lang 


Word has just been received of the 
death of Walter C. Lang on June 
10th. Mr. Lang was a member of 
the Society since March 1911. He 
was Comptroller of the Electric 
Bond & Share Co. 


The Society, as well as the profes- 
sion, have suffered a real loss in 
the passing of these members. 
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Published Financial Statements” 
By Victor H. Stempr, C.P.A. 


Whose Balance Sheet Is It? 


The Journal of Accountancy for 
May, 1940, carried an editorial which 
strived again to answer that ever- 
lasting question: “Whose Balance 
Sheet Is It”? Stripped of all am- 
biguity and irrelevance, the question 
seeks to fix the primary responsi- 
bility for the representations made 
in financial statements. The views 
of the Securities and Exchange Com- 
mission confirm those of account- 
ants, i.e.: 

“The fundamental and primary 
responsibility for the accuracy of 
information filed with the Com- 
mission and disseminated among 
investors rests upon management. 
Management does not discharge 
its obligation in this respect by the 
employment of independent pub- 
lic accountants, however repu- 
table. Accountants’ certificates 
are required not as a substitute 
for management’s accounting of 
its stewardship, but as a check 
upon that accounting.” 


An appreciation of this principle is 
essential to understand the funda- 
mental character of published finan- 
cial statements and the distinct re- 
sponsibilities of the issuer and the 
independent C.P.A. relative thereto. 


Fact or Opinion? 


Of equal importance is a sound 
concept of the nature and limita- 
tions of accounting, underlying all 
financial reporting, viz.: the simple 
fact that accounting is nof an exact 
science which permits the statistical 
presentation of indisputable facts. 
Although it deals with the mass of 
facts reflected in the diverse transac- 
tions of business, accounting assays 


those facts by the application of 
judgment and opinion, in order to 
portray a practical interpretation of 
the financial position and result of 
operations of a going business. 

For the latest provocative word 
on that subject, you should read the 
monograph by Paton and Littleton 
entitled: “An Introduction to Cor- 
porate Accounting Standards” is- 
sued under the auspices of the 
American Accounting Association. 
These gentlemen, who enjoy great 
respect in the profession, refer to 
financial statements as “provisional 
in character’; saying that “impres- 
sions gained from them, and deci- 
sions resting upon them, may have 
to be changed in the light of future 
events, and should be tempered with 
a knowledge of this contingency”. 
They advocate a stricter adherence 
to cost as the indispensible basis for 
stabilized accounting, supplement- 
ing such statements with others 
designed to trace the effects of gen- 
eral price movements upon the af- 
fairs of the enterprise. Others ad- 
vocate the abandonment of cost, 
and insist that financial statements 
should be stated completely in terms 
of “value”. 


What Is Customary Accounting 
Practice? 


Business practice plies a tradi- 
tional middle course which recog- 
nizes the fundamental concept of 
matching costs with revenue; and, 
while it ignores market appreciation 
because it is unrealized gain, it does 
recognize market decline, in the 
principle commonly known as “Cost 
or market whichever is lower’. This 
introduces a factor of “value” into 
certain classifications of the balance 


* Address delivered on May 17, 1940, at the Third Institute on Accounting of the College 
of Commerce and Administration of the Ohio University. 
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sheet, particularly inventories, and 

(in the views of some) distorts the 

statement of operations by the in- 

jection of this “value” factor into 
the matching of costs with revenue. 

Many accountants favor the 
movement to segregate such market 
declines in the statement of opera- 
tions, but one gathers the impres- 
sion that Paton and Littleton would 
ignore them (other than by paren- 
thetical reference) although they 
would give recognition to losses in 
respect of obsolete or damaged 
goods. In discussing this subject 
informally in the Committee on 
Accounting Procedure of the Amer- 
ican Institute of Accountants, the 
thought was expressed that the de- 
duction of these latter losses estab- 
lishes a residual useful cost, and that 
the recognition of determinable mar- 
ket declines in inventory serves ex- 
actly that same purpose, the dis- 
tinction being one purely of degree. 
In either case the merchantable 
value of the inventory has_ been 
“damaged”, and adjustment for the 
damage determines a_ recoverable 
cost as distinguished from purchase 
or production cost, without violat- 
ing the fundamental standard of 
matching cost and revenue. 

This somewhat complex digres- 
sion serves to illustrate the strong 
influence which judgment and opin- 
ion bring to bear upon accounting 
and financial reporting. 

Financial Reporting: 

Financial statements serve a 
threefold purpose: 

(1) For Management: The con- 
trol and interpretation of op- 
erations, 

(2) For Creditors: A sound basis 
for credit analysis, and 

(3) For Investors: Adequate data 
from which to determine 
whether to buy, sell, or hold 
securities. 


The management purpose, was ably 
discussed by Messrs. Knapp and 
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Greer, this morning and we shall 
hear more on this subject tomorrow 
from Mr. Peloubet. As to the other 
two purposes, it should be borne 
in mind, constantly, that all finan- 
cial statements passing into the 
hands of outsiders, are potentially 
credit seeking or investment seek- 
ing statements, and should be re- 
viewed from the standpoint of the 
responsibilities attaching to such 
representations, before issuance. 


Accounting Standards and 
Consistency : 


Published Financial Statements 
should be prepared in conformity 
with generally accepted accounting 
principles applied on a basis con- 
sistent with that of the preceding 
year. Consistency of method is 
viewed, today, as the prime essen- 
tial of respectable accounting. This 
does not preclude change, for re- 
visions may sometimes be necessary 
or desirable, but change should not 
be capricious; and when made 
should be disclosed, with direct ref- 
erence to the effect of the revision 
upon income. 

The combination of these two fac- 
tors does not imply uniformity in 
the sense of inflexible standards, but 
relates rather to broad basic rules. 
Typical of such standards is the 
recognition of the fact that fixed 
assets are, in effect, deferred charges 
to future operation and that depreci- 
ation should, therefore, be provided 
as an ordinary and necessary ele- 
ment of operations. However, that 
principle finds many varied applica- 
tions, each of which may be accepta- 
ble in its place, if consistently used. 

For example, the prevailing prac- 
tice in Great Britain is to provide 
for depreciation on the declining 
base, whereas in this country we 
prefer the straight line method of 
proportional amortization of the 
capital sum (in excess of estimated 
scrap value) over the reasonable. 
economic life of the asset. The pro- 
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Published Financial Statements 


duction unit method is a modification 
of this practice, giving greater weight 
to the usage factor than that of time. 
Depreciation may be provided on 
individual units, or on groups based 
upon average life, in many various 
ways, any one of which may be ap- 
propriate in a given case, if adhered 
to consistently. 


On the other hand, there are un- 
usual applications or, at times, dis- 
tortions of principle which, if mater- 
ial, provoke criticism. Using simple 
examples, these may be errors of 
commission, such as capitalizing 
certain types of maintenance, or 
errors of omission, such as_ the 
failure to provide for doubtful ac- 
counts. The Securities and Ex- 
change Commission has taken the 
position that disclosure of unusual 
methods will be accepted for regis- 
tration purposes only if there be 
substantial authoritative support 
for such practices. The rule permits 
reasonable flexibility while restrain- 
ing undue departure from the course 
of ordinary procedure. 

Accounting is not static; it seeks 
to keep pace with the changing 
needs of industry. Some practices 
observed or condoned ten or twenty 
years ago have been found wanting 
and have been rejected; others have 
survived the test of time. Thus the 
last-in, first-out and base stock in- 
ventory methods are finding effec- 
tive application, slowly, in pertinent 
industries; just as the retail method 
found appropriate acceptance grad- 
ually during the last twenty-five 
years. 

Management’s outlook is inher- 
ently optimistic and courageous. It 
must be so to get anywhere! On 
the other hand, those concerned with 
financial reporting should maintain 
a searching skepticism, lest they be 
led to see things not as they are 
but as they ought to be. Account- 
ancy has always recognized the 
danger of over-optimism, and one of 
its elementary precepts has been 


conservatism, epitomized in the 
maxim which seems to have fallen 
into some disrepute: “Anticipate no 
profit, and provide against maximum 
losses”. The academic attitude, and 
that of others who do not bear the 
brunt of management, involves a 
peculiar paradox: on the one hand 
it seeks greater candor in the dis- 
closure of all material facts; and, 
on the other, looks askance upon 
too much conservatism, with the 
warning that: “Understatement may 
be as bad as overstatement”. 

The vital question seems to rest 
on whether the conservatism is rea- 
sonable or unwarranted; and here 
we enter the sphere of judgment 
and opinion. 

The argument that a rule of prac- 
tice can’t be right if it doesn’t have 
a foundation in sound theory pro- 
vokes the unsound assumption that 
what is good in theory must be good 
in practice. There has been too 
much emphasis on the importance 
of meticulous theoretical accuracy 
of annual profit and loss. The swing 
in that direction was, no doubt, in- 
duced by actual or implied failure 
to fully disclose all material facts 
in the past. One may appropriately 
repeat the acknowledged fact that 
actual results of operations can be 
determined only by final realization 
and liquidation ; that all intermediate 
endeavors are approximations ; bear- 
ing in mind that there is a crucial 
distinction between an estimate pre- 
pared with flagrant disregard of 
pertinent facts, and one which is 
prepared conscientiously on _ the 
basis of deliberate and sound inter- 
pretation of facts and circumstances ; 
the latter reflects the purpose and 
value of practical accountancy. 

It is not argued, for one moment, 
that we should abandon the search 
for sound modification of account- 
ing procedure which may more 
closely reconcile abstract theory and 
common practice; but let us remem- 
ber that the determination of trends 
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is probably more important to the 
investor, the true long-pull investor, 
than the determination of the bot- 
tom dollar of annual profit and loss. 
Nor should we lose sight of the 
fact that management is far more 
concerned about its long range policy 
and objectives than it is in the op- 
portunist extraction of the last dol- 
lar of profit in the current year. 


General or Single-Purpose 
Statements: 


Dr. Paton dealt with many tech- 
nical aspects of Accounting Reports 
in the first. session of this morning; 
all of these have a vital bearing upon 
the soundness of representations 
made in Published Financial State- 
ments. The few underlying aspects 
which I have discussed, are those 
concerning which, the viewpoints 
of accountants are commonly mis- 
construed. Much of this confusion 
involves the wish to abandon the 
cost concepts which govern account- 
ing and to substitute some form of 
value. 

There has been much discussion 
during the past year concerning the 
need for single-purpose statements 
as distinguished from all-purpose 
statements. Messrs. Kaplan & 
Reough discussed the idea in an 
article in the Yale Review of April, 
1939; and in the April, 1940 Jour- 
nal of Accountancy, Professor Brink 
of Dartmouth dealt with the matter 
again. In the same issue of the 
Journal, Mr. Charles Couchman pre- 
sented a very practical and rather 
amusing discussion of “Realism in 
Accounting” which demonstrated 
the impracticability of many of these 
proposals. 

As a matter of fact, the idea of 
special-purpose statements is not 
new. Every student of elementary 
accounting is familiar with the so- 
called “Statement of Affairs” which 
shows the balance sheet, stated in 
book amounts in comparison with 
amounts “expected to be realized” 
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or “expected to rank”, with an added, 
variance column, whereby a re- 
ceiver may forecast the results of 
realization and liquidation. Cer- 
tainly, in the application of stand- 
ards and budgets for management 
purposes, such forms are used con- 
stantly in accounting for variances 
between bogey and actual. The 
same practical application of the 
theory finds expression in financial 
reports prepared incident to nego- 
tiations for the prospective purchase 
and sale of a business. What is 
wanted by those who advocate the 
idea in relation to published financial 
statements? 

Whatever purpose might be served 
by the presentation of the accounts 
on a realization and liquidation basis, 
or any basis other than that of a 
going business under such circum- 
stances, would be purely academic. 

It should be emphasized that 
published statements, normally deal 
with a going business which hopes 
and intends to keep going. The in- 
terpretation of fact sought by the 
stockholders, prospective investors, 
or creditors, of a going business are 
essentially the same. The needs of 
these groups differ only in the vary- 
ing interest they may have in the 
several classifications shown in the 
statements; the matter is one of 
more detail, not one of basic differ- 
ences in form. All of these groups 
want more elaboration of material 
fact. Certainly those who have the 
patience and ability to digest the de- 
tails, may get what they want from 
the registration statements filed with 
the S. E. C. The basic summaries, 
balance sheets and statements of 
surplus and operations, filed with 
the Commission, do not differ in 
material fact from those appearing 
in annual reports to stockholders; 
the significant elaboration is to be 
found in the mass of supporting 
schedules and explanatory notes re- 
quired by the Commission, and in 
the narrative section of the regis- 
tration statement proper. 


526 


T 
he 
dt 
m 
ac 
in 
tc 
ca 
in 
vi 
ar 
of 
ti 
al 
sa 
co 
ce 
br 
lik 
qu 
ni 
m 
th 
wi 
oF 
st 
no 
th 
fin 
I 
cli 
in 
th 
an 
ex 
ar 
ob 
an 
Cid 
tel 
} sta 
th 
a 
rel 
as 
inc 


Published Financial Statements 


The Transition in Financial 
Reporting: 


In speaking of the change which 
has occurred in financial reporting 
during the past ten years, the afore- 
mentioned factor of elaboration of 
accounts is perhaps the most strik- 
ing. The reluctance of management 
to disclose details (which may be 
called the “fetish of brevity”) was 
inspired not only by a strong con- 
viction that many financial details 
are “trade secrets’, the disclosure 
of which would injure the competi- 
tive interests of the company, but 
also by the desire to present the 
salient features of the accounting in 
condensed form to simplify the pro- 
cess of digestion. One need hold no 
brief for either of these viewpoints; 
like all things these also involve a 
question of degree. 

The fact that the S.E.C.has recog- 
nized requests for confidential treat- 
ment supports the conclusion that 
there are cases in which disclosures 
would be detrimental from a com- 
petitive standpoint, and therefore, 
opposed to the best interests of 
stockholders. Likewise, one does 
not have to be a Ned Sparks to feel 
that the majority of stockholders 
“can’t be bothered” to read the 
financial reports of their companies. 
I am reminded of a philosophical 
client in the middle West who said: 
“When I pay my annual visit to my 
investment banker in New York, 
the first question is: ‘Did you make 
any money?’ When I say: ‘Yes’, he 
extends his hand, and says: ‘How 
are you?” 

The magic of that single figure 
obsessess far too many stockholders, 
and the evil also permeates the finan- 
cial columns of the press. An in- 
telligent comprehension of financial 
statements requires a review of all 
the related facts, and, by all means, 
a study of the surplus account in 
relation to the operating statement, 
as well as a careful reading of the 
independent C.P.A.’s report. Every 


now and then one hears the startling 
and absurd opinion that the very 
presence of the name of reputable 
accountants on a report should lend 
credence to the soundness of the 
venture. This, again, emphasizes 
the importance of stressing the fact 
that the statements are primarily 
the representations of the issuer, 
and that the accountant’s dissent or 
exceptions, if any, should be ex- 
pressed in his report. 

It is unnecessary to labor the form 
which more detailed disclosure has 
taken in recent years. In the balance 
sheet it has resulted in the more con- 
sistent application of generally ac- 
cepted principles of accounting; the 
elimination of erroneous and illogi- 
cal condensation of classifications, 
more careful and detailed descrip- 
tions, and more accurate disclosure 
of the bases of stating amounts. 

There has evolved, also, a more 
candid disclosure of the activity in 
general reserves, and a sharper dis- 
tinction between the uses of undis- 
tributed profits and capital surplus; 
these are indicative. In the Profit 
and Loss Statement there is found 
a more general acceptance of the 
fact that operations are of far greater 
importance than financial position 
in gauging the trend of an enterprise. 
Registration statements require far 
more detailed disclosure of the ele- 
ments of profit and loss than was 
customary in published statements 
a decade ago, and, with some obvious 
reluctance, there is a gradual trend 
in published statements today to- 
ward the registration minima pre- 
scribed by the S.E.C. In the roaring 
twenties, and theretofore, too many 
operating statements started with 
gross profit or sales; relatively few 
disclosed sales, and, if so, showed 
a composite deduction of cost of 
goods sold, selling, general, and ad- 
ministrative expenses. In more and 
more cases today these details, and 
others, are disclosed separately ; and 
significant sub-classifications are 
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specifically shown in annual reports. 

It was a common fault in years 
gone by to omit reference to changes 
in accounting methods, but refer- 
ence to such changes is now recog- 
nized as generally accepted practice. 
In all of these things the Secur- 
ities and Exchange Commission has 
strengthened the hand of public and 
private accountants in supporting 
standards which Accountancy has 
championed for many years. Like- 
wise, the profession has enjoyed for 
many years, the cooperation of the 
Committee on Stock List of the New 
York Stock Exchange, particularly 
in the person of Mr. J. M. B. Hoxsey, 
the Executive Assistant to that Com- 
mittee. Mr. John Haskell, serving 
today as Vice-president of the Ex- 
change, succeeded Mr. Hoxsey. He, 
too, brings to the problem the same 
enlightened attitude, and accords 
the profession the same cooperation 
and support. We shall have the 
benefit of his views in tomorrow’s 
session. In 1930, at the Colorado 
Springs Convention of the Institute, 
Mr. Hoxsey said: 


“The need of accurate inform- 
ation for the aid of management 
is still paramount; but, under con- 
ditions of today, the next object 
in order of importance is to give 
stockholders, in understandable form, 
such information in regard to the 
business as will avoid misleading 
them in any respect, and as will 
put them in possession of all in- 
formation needed and which can 
be supplied in financial state- 
ments, to determine the true value 
of their investments. The Stock 
Exchange desires that financial 
statements should be fully and 
fairly informative.” 


A document of historical and proph- 
etic importance in the development 
of financial reporting during the past 
decade, which has been lost in the 
welter of subsequent material, is the 
published report of the Institute’s 


Committee on Cooperation with 
Stock Exchanges, published in 1932, 
entitled: “Corporate Accounts and 
Reports”. Among other things, the 
report directed attention to the im- 
portance of method, and particularly 
the consistency of method from year 
to year; and in discussing ways and 
means of improving the existing 
situation, argued strongly against 
the selection of detailed sets of 
rules to become binding on all cor- 
porations of a given class; but 
recommended that: 


‘Every corporation be free to 
choose its own methods of ac- 
counting within broad limits, but 
require disclosure of methods em- 
ployed and consistency in their 
application”. 


Although the rule of consistency 
has won general support, and pub- 
lished reports regularly disclose 
material changes in the application 
of generally accepted accounting 
principles, the fundamental precept, 
of disclosure of methods employed, 
is lagging. True enough there are 
many annual reports which describe 
unusual accounting procedure, such 
as the application of the base stock 
or last-in, first-out inventory meth- 
ods, or the production unit method 
of depreciation ; but by and large the 
surface has barely been scratched. 
The policy should be fostered by all 
who have any influence in the field 
of financial reporting. 


Financial Reporting and 
Public Relations: 


In one important respect, the 
philosophy of single-purpose rgport- 
ing has had commendable applica- 
tion in an increasing number of 
annual reports. Investors, labor, po- 
tential customers, as well as stock- 
holders, have a real interest, or at 
least some curiosity, about the oper- 
ations of industry —its products, 
services, problems, and objectives. 
This interest can be turned into sub- 
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stantial goodwill by a disarming and 
simple portrayal of these matters. 
The opportunity merits the atten- 
tion of all industrial executives and 
their professional advisors. 

United Air Lines, Borg-Warner, 
American Telephone & Telegraph, 
Magna Copper, Greyhound Corpo- 
ration, Caterpillar Tractor, Diamond 
Match, U. S. Steel, American Roll- 
ing Mills, and Libbey-Owens-Ford, 
are just a few examples of these re- 
ports which show the skilled hand 
of public relations counsel. There 
are many others which indicate that 
corporate policies are being turned 
in the same direction. The consider- 
ations governing the substance of 
these reports are analagous to those 
involved in the question of single- 
purpose statements. In the Execu- 
tives Service Bulletin of April, 1940, 
Mr. Heacock, the President of Cater- 
pillar Tractor said: 

“When preparing to issue our 
report in 1937, there was not 
enough corporate experience with 
respect to employee reports to 
guide our course. Should one re- 
port be prepared and issued to 
stockholders and employees alike, 
or should there be a separate re- 
port for each group? We have 
been reluctant to expose ourselves 
to the accusation that we have 
one story to tell one group and a 
different story to give another.” 


Caterpillar has issued single, all- 
purpose reports for 1937, 1938, and 
1939, supplementing the objective of 
sound employee relationships by a 
local broadcasting program which 
has run the gamut of corporate or- 
ganization, operation, and finance, 
with very satisfactory results. 

A few of these published reports 
have missed the public information 
objective by merely burying the 
orthodox statements in a mass of 
photographs; others have gone too 
far in narrative material, in my 
humble opinion, with the result that 
the grain is hidden in a mountain of 


chaff, a criticism which is not un- 
like that leveled against unneces- 
sarily verbose explanatory notes ac- 
companying financial statements. It 
seems that it would be wise to retain 
and set apart the basic financial 
statements prepared in_ technical 
form, with due regard to adequate 
disclosure of material fact; and to 
supplement these official represen- 
tations with whatever other material 
may be wisely pertinent. Incident- 
ally, judging from annual reports, 
the major utilities are doing a par- 
ticularly thorough and effective job 
of this kind. 


Renewed Emphasis on 
Responsibility : 

Since the enactment of Securities 
and Exchange legislation new empha- 
sis has focused repeatedly upon the 
joint and several responsibilities of 
financial officers, directors, controllers, 
and independent C.P.A.’s. At the 
same time, there has been a marked 
awakening of public interest; a 
realization that reliable accounting 
requires intelligent, technical direc- 
tion and improved internal control. 
It has increased the potentialities of 
the position of controller; it has 
stressed the importance of inde- 
pendence of professional account- 
ants; it has warned management to 
assay and fortify its accounting and 
its financial reporting. 

The term “internal control” re- 
lates to the entire plan of functional 
subdivision of business, each a foil 
and check in relation to the others, 
accomplished through the allotted 
responsibilities, routines, and ap- 
provals required of each in carrying 
out the transactions of the business 
and in creating an intelligible and 
accurate record. In a narrower sense, 
accountants use the term in refer- 
ence to the subdivision of clerical 
duties in such a manner that the 
work of each employee is counter- 
checked by the work of another. 
The hearings of the S.E.C. on Audit- 
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ing Procedure, held early in 1939, 
include a wealth of material on this 
subject which should be studied with 
great care. The major need in re- 
spect of internal control is that of 
effectiveness. An ideal routine may 
be prescribed but may be worthless 
because it is not observed. No sys- 
tem of internal control can be satis- 
factorily relied upon without some 
provision for internal auditing, and, 
naturally, greater reliance may be 
placed upon such work if it be con- 
ducted by a department which is 
independent of the accounting de- 
partment. Similarly, the independ- 
ent C.P.A. should undertake suffi- 
cient review and testing of the pre- 
‘scribed system to ascertain its effec- 
tiveness and to satisfy himself as to 
the degree to which he may rely 
upon it in determining the method 
and extent of his own sampling and 
testing of transactions. The work 
of both the Controller and the Inde- 
pendent C.P.A. is expedited by effec- 
tively operated standards and budgets. 
These are the life blood of internal 
control, for variances flash the warn- 
ings which invite investigation and 
remedial action. 


Recent trends clearly evidence a 
determination to strengthen the 
position of controller. The New 
York Stock Exchange and the pro- 
fession advocate increasing his re- 
sponsibility, authority, and facilities. 
The report of the Committee on 
Stock List promulgated in August, 
1939 suggests active interest on the 
part of boards of directors in his 
selection, and recommends that he 
report to the board. The controller’s 
functions should not be combined 
with any other incompatible func- 
tion nor should it be subordinated 
to any other. The right man in the 
position is entitled to a place on the 
board and on the planning commit- 
tee of any well organized corpora- 
tion. Although he may report to 
the president, he should be directly 
responsible to the board and dis- 
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chargeable only by that body to 
assure a maximum of independence 
in his position. 

Proxy notices of many of the large 
corporations this winter indicate an 
increasing consideration of the pro- 
posals to strengthen the position of 
external auditors through election 
by stockholders or by nomination 
by the directors, with subsequent 
approval by stockholders. The di- 
rect election by stockholders seems 
to be meeting with considerable op- 
position; the stockholders of Gen- 
eral Motors, just two weeks ago, 
defeated the proposal by an over- 
whelming majority. It is needless 
to argue the pros and cons of this 
proposal at this time. It seems far 
more practical for the board as a 
whole, or an auditing committee of 
board members, to make the nomina- 
tion, and to have the appointment 
confirmed by _ stockholders. One 
thing is certain, the appointments 
should be made early in the year, 
by board action, to assure effective 
contact throughout the year ; afford- 
ing opportunity for observation and 
checking of procedures and details 
at various times, and a more deliber- 
ate cooperative planning of both ex- 
ternal and internal auditing. 

It is difficult to avoid discussing 
the recent extensions of auditing 
procedure which have such an im- 
portant bearing on sound financial 
reporting. However, so much has 
been written on that subject in re- 
cent months, and is in course of 
preparation incident to the regional 
meetings of the American Institute, 
that it will suffice to point out that 
the early appointment of external 
auditors and adoption of natural 
business years will expedite the more 
effective observation of physical in- 
ventories. Increased use of reliable 
perpetual inventories, subjected to 
staggered physical count, should be 
fostered constantly in the interests 
of economy and accuracy. The in- 
herent hazards incurred by manage- 
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ment and all others concerned in 
financial reporting are minimized if 
fiscal years are fixed at periods when 
the validation of inventories is 
simplified and when other com- 
plexities are at a low ebb. These 
factors alone if clearly appreciated 
will inevitably accelerate the adop- 
tion of natural business years. 


Conclusion: 


Great hope for the evolutionary 
improvement of corporate account- 
ing practice and the simplification 
of financial reporting lies in the con- 
sistent, aggressive, and cooperative 
effort which is being devoted to the 
subject by accountants in academic, 
private, and professional practice. 
Those in the respective fields may 
not always agree with each other, 
but the continued interchange of 


531 


ideas; academic studies, the re- 
search in progress in the American 
Accounting Association, the Ameri- 
can Institute of Accountants, and 
the National Association of Cost 
Accountants will bear fruit inevita- 
bly. The constant plea must be for 
evolution rather than revolution. 

Accounting standards like the law 
keep pace with the requirements of 
changing business needs. Chester 
T. Lane, General Counsel of the 
Securities and Exchange Commis- 
sion has said: 

“Laws are the product of pub- 
lic demand for the codification 
of standards evolved by the pub- 
lic conscience; and the articulate 
members of interested professions 
are the most potent force in the 
crystalization and codification of 
those standards.” 
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Consolidations and Reorganizations 


The papers and discussion which follow were presented at a round-table 
forum meeting on the evening of April 5, 1939, at the Hotel Woodstock, 
New York, under the direction of the Technical Committee on Consolida- 
tions and Reorganizations. Mr. Maurice Peloubet introduced Mr. Otto F. 
Taylor as Chairman of the Forum in the absence of Professor Roy B. Kester. 


The Basis of Inclusion or Exclusion of Subsidiaries 
in Consolidated Statements 


By S. Cartton Kineston, C. P. A. 


[N the preparation of consolidated 
statements the first problem en- 
countered is the one of determining 
which affiliated companies shall be 
included or excluded in the consoli- 
dation. No set rules can be formu- 
lated as there are too many varying 
factors to be considered. The pur- 
pose of consolidated statements must 
be kept uppermost in mind in order 
that the principles of consolidation 
adopted will reflect a true and under- 
standable portrayal of the finances 
and operations of the business, with- 
out concealment in the combined 
figures of any important facts. 

The purpose of consolidated finan- 
cial statements is to present the 
financial condition and, operating 
results of a company and its sub- 
sidiaries as if they were a single 
enterprise. Such statements are used 
for operating companies where the 
business is conducted by means of 
a system of inter-related companies, 
distinguished from the investment 
trust type of organization where 
stockholdings, including those of 
controlled companies, represent pure 
investments. 

At the outset it may be well to 
review the question of when com- 
panies become affiliated. The defini- 
tions given by the Securities and 
Exchange Commission in instruc- 
tions to Form A-2 are: 

“The term ‘affiliate’ or ‘affiliated’ 
refers to a person who directly, or 
indirectly through one or more in- 


termediaries, controls, or is con- 
trolled by, or is under common con- 
trol with, the registrant.” 

“The term ‘subsidiary’ refers to 
an affiliate controlled by the regis- 
trant directly, or indirectly through 
one or more intermediaries.” 

“The term ‘control’ (including 
the terms ‘controlling’, ‘controlled 
by’ and ‘under common _ control 
with’) as used herein, means the 
possession, directly or ‘indirectly, 
of the power to direct or cause the 
direction of the management and 
policies of a person, whether through 
the ownership of voting securities, 
by contract or otherwise it 

It is to be noted that a company 
may become affiliated through other 
means than by ownership of vot- 
ing stock, i.e., “by contract or other- 

There is a wide range of bases 
for inclusion or exclusion of subsidi- 
aries in consolidated statements, 
varying from mere voting control 
to 100 per cent ownership of related 
operating companies. Within this 
range, judgment must be exercised. 

Undoubtedly the most important 
factor is that of percentage of stock 
ownership, but even there no set 
arithmeticai formula has been at- 
tempted. It is generally accepted 
that companies in which only 50 per 
cent or less of the voting stock is 
held should not be consolidated. The 
Securities and Exchange Commis- 
sion, in fact, prohibits their inclu- 
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sion. In the instructions to Form 
A-2, the Commission states: 

“The registrant shall not consoli- 
date in the statements . . those 
companies in which it does not 
own, directly or indirectly, securi- 
ties representing more than 50 per 
cent of the voting power other than 
as affected by events of default. 
Subject to this provision, the regis- 
trant shall follow, in the consoli- 
dated statements, that principle of 
inclusion or exclusion which, in the 
opinion of its officers, will most 
clearly exhibit the financial condi- 
tion and results of the operations 
of the registrant and its subsidiaries. 
The principle adopted shall be 
stated in a note attached to the 
consolidated balance sheet.” 

The stock listing agreement of 
the New York Stock Exchange 
makes provisions for statements to 
be published by listed companies, 
which read as follows: 

“The Corporation will publish at 
least once in each year and submit 
to its stockholders at least fifteen 
days in advance of the annual meet- 
ing of such stockholders and not 
later than three months after the 
close of the last preceding fiscal 
year of the Corporation a Balance 
Sheet as of the end of such fiscal 
year, and a Surplus and Income 
Statement for such fiscal year of 
the Corporation as a separate cor- 
porate entity and of each corpora- 
tion in which it holds directly or 
indirectly a majority of the equity 
stock: or, in lieu thereof, eliminat- 
ing all inter-company transactions, 
a Consolidated Balance Sheet of the 
Corporation and its subsidiaries as of 
the end of its last previous fiscal year, 
and a Consolidated Surplus Statement 
and a Consolidated Income State- 
ment of the Corporation and its 
subsidiaries for such fiscal year. If 
any such consolidated statement 
shall exclude corporations a major- 
ity of whose equity stock is owned 


directly or indirectly by the Corpo- 
ration: (a) the caption of, or a note 
to, such statement will show the 
degree of consolidation; (b) the 
Consolidated Income Account will 
reflect, either in a footnote or other- 
wise, the parent company’s propor- 
tion of the sum of, or difference be- 
tween, Current Earnings or Losses 
and the dividends of such unconsoli- 
dated subsidiaries for the period of 
the report; and (c) the Consolidated 
Balance Sheet will reflect, either in 
a footnote or otherwise, the extent 
to which the equity of the parent 
company in such subsidiaries has 
been increased or diminished since 
the date of acquisition as a result 
of profits, losses and distributions.” 

It could be inferred that the Stock 
Exchange prefers to have a company 
include in the consolidation all sub- 
sidiaries in which it holds a majority 
of the equity stock. In fact, Mr. 
J. M. B. Hoxsey, then Executive 
Assistant to the Committee on Stock 
List, stated in an address delivered 
before this Society in April, 1931, 
that he was of the opinion that such 
a procedure should be followed. The 
rule itself, however, does not make 
such inclusion mandatory. 

It may be pointed out at this junc- 
ture that the SEC rule quoted above 
sets “voting power other than as 
affected by events of default” as the 
measure, whereas the stock listing 
agreement mentions “a majority of 
the equity stock.” The term “equity 
stock” I believe is broader than the 
term “voting power, etc.” as equity 
stock generally includes, in addition 
to voting stock, stock which is en- 
titled to a company’s earnings and 
assets, after preferred charges, but 
which may not have voting rights. 

These rules only set the minimum 
percentage. Beyond that the mat- 
ter is left to the judgment of the 
company. Professor Sanders, in “A 
Statement of Accounting Princi- 
ples,” points out that in practice 


(1) 4 Statement of Accounting Principles, by T. H. Sanders, H. H. Hatfield, and Underhill 
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companies impose more rigid rules 
than does the SEC, that most of the 
larger holding companies require a 
percentage of ownership consider- 
ably higher than 50 per cent, and 
that self-imposed rules of 75 per cent 
to 90 per cent are not uncommon. 

The following precepts are pre- 
sented in an endeavor to summarize 
percentages that have been sug- 
gested from time to time: 


1. Companies in which 50 per 
cent or less of voting stock is held 
should not be consolidated. 


2. Operating companies, in re- 
lated industries, in which more than 
75 per cent control is held, should 
ordinarily be consolidated in the ab- 
sence of fundamental reasons to the 
contrary. 


3. Companies in which between 
50 per cent and 75 per cent of the 
equity stock is held may be included 
or excluded in the consolidation, de- 
pending upon other pertinent fac- 
tors involved and the particular cir- 
cumstances of the case. 


There are factors equally impor- 
tant with percentage of stock con- 
trol which must considered 
simultaneously therewith before a 
sound decision can be arrived at, 
among which are: 


1. Relation of the Operations of 
the Companies. If the companies 
are engaged in similar or closely re- 
lated lines of business, that fact 
would favor consolidation. How- 
ever, if the operations of the sub- 
sidiary are essentially different from 
that of the group, such as a finance 
or insurance company being con- 
trolled by an industrial company, 
that fact may constitute justification 
for excluding even a wholly owned 
subsidiary from the consolidation. 
An example of this latter is General 
Motors Corporation and General 
Motors Acceptance Corporation, a 
wholly owned subsidiary engaged 
in a finance business. In this case 


the subsidiary is excluded and a sep- 
arate balance sheet submitted. 


2. Degree of Management Con- 
trol. If the power to control or to 
cause the direction of the manage- 
ment and policies of the subsidiary 
is complete, it is a factor strongly 
favoring consolidation. This power 
need not be solely through stock 
control; it may exist by virtue of 
contract, such as by a perpetual or 
very long-term lease. If manage- 
ment control is not complete this 
fact tends to justify the exclusion 
from consolidation. Such a condi- 
tion may arise from voting trust 
agreements which prevent or may 
prevent exercise of control. 


3. Nature and Importance of 
Transactions. The extent of the 
transactions between the companies 
and the significance of the assets and 
sales of the subsidiary carries much 
weight in the final determination. 
The amount of indebtedness be- 
tween the companies must be con- 
sidered. The parent often sees fit 
to finance operating losses of sub- 
sidiaries in which a small majority 
control is held. Also, if the transac- 
tions between the companies are 
such that a disproportionate dis- 
position of profits between the com- 
panies results, or profits or losses 
are diverted from one company to 
another by any means, these facts 
would constitute strong reasons for 
consolidation. 


4. Availability of Assets and 
Earnings of Subsidiary. If there are 
restrictions upon the distribution of 
subsidiary earnings, or if the assets 
thereof are not available to the par- 
ent, these factors may justify exclu- 
sion of the subsidiary. This condi- 
tion is frequently present in the case 
of foreign subsidiaries. Recogni- 
tion of foreign exchange restrictions, 
trade limitations, and governmental 
confiscation of property prompts, in 
many cases, exclusion of foreign 
subsidiaries. In some cases the status 
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of the subsidiary may be disclosed 
adequately by inclusion in the con- 
solidated statements of the parent 
company’s equity in the assets and 
earnings of the subsidiary, or by 
submission of separate statements 
with appropriate footnotes ; while in 
other cases earnings of foreign sub- 
sidiaries which cannot be remitted 
on account of foreign exchange re- 
strictions would not be taken into 
the consolidated statements. Some 
companies follow the procedure of 
excluding all foreign subsidiaries, 
but if this procedure is followed 
notice should be given and ample 
provision made for losses sustained 
by the subsidiary, and for inter- 
company profits. 

Restrictions in subsidiary bond 
indentures, sinking fund provisions, 
bond and preferred stock redemp- 
tion requirements may be of suff- 
cient importance to warrant exclu- 
sion from the consolidation and sub- 
mission of separate statements. In 
most cases, however, these facts 
would not prevent consolidation as 
adequate disclosure may be had by 
segregation of the subsidiary’s sur- 
plus on the consolidated balance 
sheet, and by explanatory footnotes. 

The foregoing remarks touch on 
the important factors to be reviewed 
in determining the inclusion or ex- 
clusion of subsidiaries in a consoli- 
dation. It is not the intent of this 
paper to discuss the bases of con- 
solidation ; however. the question of 
the proper basis of presenting finan- 
cial facts in a consolidation is so 
closely related to this subject that 
a word must be mentioned regard- 
ing the several methods commonly 
employed with respect to unconsoli- 
dated subsidiaries. 

The financial statements, in some 
manner, should show: 

1. The degree of consolidation 
and the principles of inclusion or ex- 
clusion which have been adopted. 


2. The extent to which the equity 
of the parent in the unconsolidated 


subsidiaries has been increased or 
diminished since the date of acquisi- 
tion as a result of profits, losses and 
distributions. 


3. The consolidated income ac- 
count should reflect the parent’s 
share of the sum of, or difference be- 
tween, current earnings or losses 
and the dividends declared or paid 
by the unconsolidated subsidiaries 
for the period of the report. 


The above disclosures are made 
mandatory by both the SEC and the 
New York Stock Exchange, the for- 
mer in instructions to Forms 10 and 
A-2, and the latter in the listing 
agreement hereinabove quoted. 

The methods used in presenting 
this information are: 


1. By inclusion in the consolidated 
income account of the parent’s pro- 
portionate share of the earnings and 
losses of the unconsolidated subsidi- 
aries, with appropriate adjustment 
of the carrying value of the invest- 
ment account. 


2. By footnote. Footnotes are 
used in cases where the investment 
in unconsolidated subsidiaries is 
carried at cost on the parent’s books. 


When the first method is em- 
ployed, the proportionate share of 
the unconsolidated subsidiaries’ cur- 
rent earnings or losses are taken 
currently into the consolidated in- 
come account, and appropriate ad- 
justment of the carrying value of 
the investment account is made. 
Current earnings are segregated on 
the income statement as between 
earnings distributed by way of divi- 
dends and earnings undistributed. 
In cases where dividend distribu- 
tions are in excess of earnings (and 
likewise in the case of losses) the 
segregation made is between divi- 
dends distributed and the excess of 
dividends over equity in earnings 
(or share of losses.) Dividends dis- 
tributed out of surplus existing at 
date of acquisition of subsidiary, and 
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also net losses accumulated since 
acquisition, are credited to the in- 
vestment account. Undistributed 
earnings of subsidiaries since acqui- 
sition are shown on the balance 
sheet as a separate division of sur- 
plus or as a deferred credit. 

When the second method is used, 
earnings of unconsolidated subsidi- 
aries are not taken into the consoli- 
dated income account until distribu- 
tions by way of dividends are made. 
In such cases the increase or de- 
crease in equity since date of acqui- 
sition, and the sum of or difference 
between current earnings or losses 
and the dividends distributed, are 
shown in footnotes to the consoli- 
dated balance sheet and income 
statement. However, dividends dis- 
tributed out of surplus existing at 
date of acquisition of subsidiary in- 
vestment should be credited to the 
carrying value of the investment ac- 
count. It is considered conservative 
accounting to charge the parent’s 
earned surplus with net losses of 
subsidiaries and to take up subse- 
quent profits of such subsidiaries 
until such losses are recovered. 
However, this condition could be 
covered by footnote instead of tak- 
ing cognizance of it in the accounts. 
' In respect of investments in min- 
ority owned affiliates (i.e. 50 per 
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cent or less owned) it is common 
practice to carry the investment ac- 
count at cost and to reveal pertinent 
data regarding financial facts, share 
of earnings and equity, in footnotes. 

The same provisions for elimina- 
tion of profits arising out of inter- 
company transactions should be 
made in respect of unconsolidated 
companies as in respect of consoli- 
dated companies. Likewise, the 
statements should reflect the exist- 
ence of any default in the interest, 
cumulative dividends, sinking fund 
requirements, etc., of any controlled 
companies whether consolidated or 
not. 

Separate statements of unconsoli- 
dated companies should be furnished 
whenever such investments are ma- 
terial in amount and whenever there 
are important or peculiar circum- 
stances which can be brought to 
light only in this manner. 

No matter what the principles of 
inclusion or exclusion adopted or 
bases of presentation determined 
upon are, the keynote is adequate 
provision for all losses and complete 
disclosure. The objective is the 
complete presentation of financial 
facts in a clear and concise manner 
rather than adherence to uniform 
procedure. The means employed is 
merely incidental to this end. 


The Reflection of Minority Interests and Preference 
Stock Interests in Consolidations 
By Harorp B. Simpson, C.P.A. 


A discussion of the treatment of 
minority interests and preference 
stock interests covers a considerable 
field. It is not to be expected that 
I can do it justice in a short paper 
such as this, but I hope that the few 
remarks I have to make will be help- 
ful in provoking a general discussion 
of the subject, which will be useful 
and interesting to us all. 

The subjects of discussion on our 
program for this evening are closely 


related, and a full consideration of 
the problems of one of them in- 
volves, to some extent, the other. 
For instance, the facts relating to 
minority interests may, in certain 
cases, determine whether or not a 
particular subsidiary should be in- 
cluded in a consolidation. Then, 
again, the determination of minority 
interests frequently raises questions 
as to the proper treatment of operat- 
ing deficits. I shall do my best to 
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avoid encroaching on this other 
topic. 

Although the technique of con- 
solidation has been developing 
steadily for many years (the earliest 
forms of consolidated statements 
being prepared in this country, I 
believe, around the turn of the cen- 
tury) the literature on the subject 
is not so extensive as one might ex- 
pect. This may be partly because 
consolidated statements have, strict- 
ly speaking, no legal status. They 
have grown into favor, in business 
circles, as the most convenient form 
of presenting a concise picture of the 
resources and operating results of a 
complex business organization. For 
some years now, however, they have 
been accorded official recognition in 
this country, originally through the 
Revenue Acts, later by the principal 
stock exchanges, and most impor- 
tant by the Securities and Exchange 
Commission in their administration 
of the Acts of 1933 and 1934 relating 
to the registration of securities. 

Of what might be considered au- 
thoritative material dealing with the 
methods and principles of consoli- 
dations, only a very small part is de- 
voted to the subject of minority 
interests. The regulations of the 
SEC provide merely that the 
amounts of the minority interest in 
the capital and in the surplus shall 
be stated separately in the consoli- 
dated balance sheet. A further spe- 
cific requirement now under con- 
sideration by the Commission but 
not yet formally adopted, provides 
for the stating separately, in each 
consolidated profit and loss account, 
of the amount of the minority inter- 
est therein. These regulations are, 
of course, elementary. Accounting 
text books set forth the mathematics 
of computing simple cases of minori- 
ty interests but they deal very 
briefly, if at all, with the larger 
aspects of the subject. While there 
are various instructive articles to be 
found scattered throughout account- 


ing books and periodicals, we have 
still to hope for the appearance of a 
comprehensive reference work on 
consolidation technique. 

The only method of compiling a 
consolidated balance sheet with 
which we need concern ourselves is 
that whereby the full amount of the 
subsidiary’s assets and liabilities is 
carried into the consolidation (sub- 
ject, of course, to the elimination of 
inter-company items.) The minority 
stockholders’ interests in the assets 
then has to be segregated from the 
consolidated net worth and shown 
up under a separate caption on the 
liability side of the balance sheet. 

One other method of consolida- 
tion has been attefmpted whereby 
only the parent company’s ratable 
share of each of the assets and lia- 
bilities of the subsidiary is carried 
into the consolidated balance sheet 
and no amount is then required to 
be shown on the liability side as 
applicable to minority interests. 
This method is cumbersome and im- 
practical. It involves various tech- 
nical difficulties such as, for ex- 
ample, the elimination of inter-com- 
pany accounts. It ignores also the 
important fact that the parent com- 
pany has the power of management 
to direct the disposition of the entire 
assets and liabilities and may, there- 
fore, be considered as_ simply 
accountable to the minority  stock- 
holders for the amount of their 
equities. 

The common practice in stating 
minority common stock and _ pre- 
ferred stock interests in a consoli- 
dated balance sheet is to allocate 
the book net worth of each sub- 
sidiary company to the various 
classes of issued capital according 
to their respective priorities as set 
forth in the company’s charter, and 
thereafter to compute the relative 
proportions applicable to the shares 
not held by the controlling interests. 
Preferred and preference stocks are 
treated first in order of their priority. 
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As these stocks are generally stated 
in the subsidiary company’s ac- 
counts at par or preferential involun- 
tary liquidating value, no difficulty 
is usually presented. If, however, a 
preferred stock issue is stated at a 
lower figure, due to previous capital 
reduction or for any other reason, it 
is important, for consolidation pur- 
poses, to raise the stated value to 
the amount to which the shares are 
entitled in liquidation. The re- 
quired adjustment should be con- 
sidered as coming, first, out of avail- 
able capital surplus of the subsid- 
iary; second, out of its available 
earned surplus; and last, out of the 
stated capital of junior issues. It is 
also imporant that the preferences 
as to cumulative dividends be pro- 
vided for, but in this respect the re- 
quired adjustment should be con- 
sidered as coming out of earned 
surplus only. 

It frequently happens that a sub- 
sidiary company which has arrears 
of cumulative dividends on its pre- 
ferred stock will have insufficient 
earned surplus to cover these divi- 
dends and may, in fact, show an ac- 
cumulated deficit from operations. 
A question has been raised as to the 
propriety of providing for accrued 
preferential dividends beyond the 
point of available earned surplus. 
From the legal view, the point ap- 
pears to be debatable and to depend 
primarily on the state laws govern- 
ing the payment of dividends. A 
decision in a New York case was 
rendered to the effect that cumula- 
tive dividends may, even in liquida- 
tion, be paid only out of surplus net 
assets and, therefore, may not cause 
an impairment of capital. Deci- 
sions in the Delaware courts hold to 
the contrary view that the non- 
existence of profits creates no legal 
barrier to the preference of divi- 
dends in dissolution proceedings. 
But lawyers and accountants fre- 
quently differ and, from the view- 
point of sound accounting, it would 
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seem entirely proper to provide, in 
consolidation, for the full amount of 
the unpaid cumulative dividends ap- 
plicable to shares held by others, 
regardless of the condition of the 
subsidiary’s surplus. This, I think, 
should also hold true whether or not 
the charter expressly provides for 
the priority of such dividends in 
liquidation. The consolidated bal- 
ance sheet is supposed to be stated 
on a going concern basis and it is 
important to disclose therein the 
amounts to which preferred stock- 
holders are entitled before the com- 
mon stockholders may participate in 
the subsidiary’s future earnings. 

The consolidated earnings state- 
ment should reflect a deduction for 
the current dividend accrual on pref- 
erence stock, regardless of whether 
or not earned, in order to show the 
net income for the period applicable 
to the equity securities of the parent 
company. 

The Securities and Exchange 
Commission has taken a_ strong 
stand on the question of full dis- 
closures relating to the preferential 
rights of stockholders. <A - formal 
opinion rendered by the Commis- 
sion’s chief accountant states that 
there should be set forth in the bal- 
ance sheet for each class of stock 
the preferences on involuntary liqui- 
dation, if other than the par or stated 
value, and the dividends in arrears, ' 
if any, both per share and in the 
aggregate for each class of stock. 
This would seem to be sufficient 
justification, if any were needed, for 
the practice of setting up in con- 
solidation the full preferential values 
on outside holdings of preferred 
stocks. 

After making adequate provision 
for the priority rights of the pre- 
ferred stocks, the proportion of the 
remaining capital and surplus ap- 
plicable to the minority interests is 
then computed. Present-day prac- 
tice calls for the separate disclosure 
in the consolidated balance sheet of 
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the amounts of the minority inter- 
ests applicable to both capital and 
surplus. 

The procedure of stating minority 
common stock interests on the basis 
of book equities is held by some 
accountants to present, in many 
cases, an imperfect picture of the 
real minority equities. They argue 
that the acquisition of the control 
of a company at a cost in excess of 
the equity in the net assets shown 
in the company’s books constitutes, 
in effect, a revaluation of the com- 
pany’s assets. Inasmuch as such re- 
valuation is usually reflected in the 
consolidation as to the majority in- 
terests, for example, through good- 
will, the claim of the minority in- 
terests to adjustment of their equi- 
ties might be advocated. Any ad- 
justments to the minority equities 
would necessarily be arbitrary and 
based on assumption rather than 
fact. In any event, such adjustment 
would affect neither the consolidated 
current position nor the consolidated 
net worth and the problem would, 
therefore, become largely academic. 
This of course applies to the general 
run of consolidations. Cases may 
arise where the problem of revalua- 
tion is a real one and should, there- 
fore, receive careful consideration. 
The device of the consolidated bal- 
ance sheet is not perfect but within 
its limitations experience shows that 
the conventional method of stating 
minority interests is as logical and 
clear as the conditions admit. If any 
significant disproportion exists, the 


point can be dealt with by appro-. 


priate explanation in the caption or 
in a footnote. 

Normally, in computing minority 
interests, the proportionate share of 
operating deficits may be carried as 
a reduction of the related minority 
interest in the stated capital. This 
is commonly accepted procedure and 
advocated in most accounting text- 
books. Some accountants (and I am 
one of them) prefer, as a matter of 


conservatism, to carry minority in- 
terests at not less than the par or 
stated value of the stock and to have 
the majority interests absorb the 
full amount of the operating deficits, 
particularly if the minority interest 
is not very large. In any event, 
where the subsidiary company’s 
deficit accumulates to an amount in 
excess of the stated capital, all ex- 
cess operating losses must be taken 
up by the majority interests as they 
must continue to finance the losses 
or relinquish the assets of the sub- 
sidiary to its creditors with, natu- 
rally, no expectatign of recovering 
anything from minority stockhold- 
ers. It may well be that, in certain 
circumstances, a parent company 
continued to finance recurring oper- 
ating deficits of a subsidiary and at 
the same time is willing to buy in the 
minority holdings. The prudent 
course to follow there would be to 
retain in minority interest account. 
or otherwise to provide, an amount 
sufficient to cover the expected cost 
of acquiring the remaining shares 
outstanding. 

An interesting problem sometimes 
arises where it is the management’s 
policy to carry intangible assets at 
a nominal value in the consolidated 
balance sheet. The question may 
be raised as to the propriety of de- 
ducting a proportionate part of the 
intangibles carried on the books of 
the subsidiary from the minority 
proportion of surplus or capital, par- 
ticularly where the minority shares 
are quoted, or are being acquired 
by the parent, at higher values. It 
is of course impossible to lay down 
rules to cover all cases and, where 
there is room for a reasonable differ- 
ence of opinion as to treatment, full 
disclosure of the facts is acceptable. 

Another question that arises quite 
frequently relates to the treatment 
of inter-company profits in inven- 
tories. Should the minority stock- 
holders get full credit for profits on 
merchandise sold by their company 
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but which is yet unrealized to the 
consolidated group? If so, should 
the portion allowed to them remain 
in the consolidated inventory valua- 
tion? The solution depends some- 
what on the conditions surrounding 
each case. The usual and practical 
procedure is to compute the minority 
interest liability on the basis of allow- 
ing the full amount, but to eliminate 
against consolidated surplus the total 
of the inter-company profit. By this 
method the inventories in the con- 
solidated balance sheet are properly 
valued and the majority equity is 
conservatively stated. 

[ have touched hardly at all on 
the treatment of minority interests 
in net income or on changes in sur- 
plus. There seems, however, rela- 
tively little to say on that score 
apart from the question of form of 
presentation and, of course, the han- 
dling of operating deficits and pre- 
ferred dividend requirements already 
mentioned. The method most gen- 
erally used is to deduct minority in- 
terest amounts as the last item in 
the income statement, but it is not 
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unusual to find the minority inter- 
ests shown with other income de- 
ductions. A good deal depends on 
the relative significance of the amounts 
involved. The minority interest in 
direct charges or credits to surplus 
accounts of subsidiaries are also 
usually shown as a separate item 
in surplus statements but, again, it 
is not unusual to apply the appor- 
tionment directly to the respective 
surplus entries, which would then 
be shown net with appropriate de- 
scription. 

In concluding, I would like to 
comment again on the great lack 
of accounting literature dealing with 
the problems of consolidation. We 
accountants freely use the phrase 
“accepted principles of accounting”’ 
but there seems to be far too little 
authoritative material readily avail- 
able to which we can turn for sup- 
port. Perhaps the new department 
of accounting research now being 
formed by the American Institute 
of Accountants will, in time, remedy 
this deficiency. 


Discussion on Consolidations and Reorganizations 


The following questions were 
submitted in writing by a mem- 
ber of the Society who wished them 
presented at this meeting, and be- 
fore any general discussion they 
were read and discussed. 

“The questions arise as a result 
of the following circumstances: A 
corporation incorporated in the 
State of New York, which has con- 
ducted business for a period of eight 
years, shows an item of ‘Earned 
Surplus’ on its balance sheet as at 
December 31, 1937, of $400,000. The 
capital stock of this corporation con- 
sists of 10,000 shares of common 
stock of a par value of $100 per 
share. 

“On the same date, the above cor- 
poration transfers all of its assets 
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and liabilities to a corporation of the 
same name, incorporated in the state 
of Delaware, with a capital stock 
consisting of 10,000 shares of a par 
value of $1.00 per share. The Dela- 
ware corporation was formed to 
continue the identical business con- 
ducted by the New York corpora- 
tion, the effective net result of the 
change being simply a change in the 
state of incorporation and in the par 
value of the common stock. All of 
the stock of the Delaware corpora- 
tion was issued to the New York 
corporation, the latter exchanging 
it for its own stock. 


“Question 1. Is the Delaware cor- 
poration justified in including the 
$400,000 above-mentioned in Earned 
Surplus on its balance sheet as at 
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December 31, 1937, immediately after 
the transfer. « 


“Question 2. Is the corporation 
justified in treating the $400,000 in 
any other way and, if so, in what 
Way or ways?” 

Mr. Peloubet: It seems to me the 
problem is: to what extent are we 
going to disregard the change in 
corporate form? There was a change; 
there was a capital surplus created 
of $99 a share. There was a new 
corporation; it was in a new state. 
We cannot say that nothing hap- 
pened. 

On the other hand, not as much 
happened as appeared. Although it 
seemed to be a new corporation, in 
many ways it was not. It is per- 
fectly obvious we cannot say that 
the $400,000 was just earned surplus 
in the new corporation—we cannot 
look through the corporate struc- 
ture to that extent—but I do not 
think there is any question of the 
availability of that $400,000 for divi- 
dends. It would seem to me that 
the practical answer (and one agreed 
to by the SEC and the Exchange) 
would be to call that $400,000 by 
some distinctive title, such as ‘Earned 
Surplus Previous to December 31, 
1937” or “Earned Surplus of the 
New York Company,” or some such 
distinctive title, and proceed after 
that with the earned surplus of the 
new company. The question of 
where earned dividends would be 
applied would follow the recent tax 
rule. 


A Member: There was a differ- 
ence of opinion in our office. We 
have had the question come up a 
number of times in connection with 
our consolidated balance sheets— 
for companies that reorganized under 
the laws of another state under prac- 
tically the same conditions as stated 
by the writer of this letter. 

As a practical proposition we have 


taken the position that earned sur- 


plus continues into the new com- 
pany. That is really not true; a 
new company cannot start with an 
earned surplus. As a practical mat- 
ter, however, that is the situation. 


Mr. Simpson: I would call the 
earned surplus as describing the 
origin of it, and then if at any future 
date the merged company or the 
new company obtained an earned 
surplus I would indicate the amount 
taken over at this time parentheti- 
cally, always disclosing the origin 
of that particular surplus. I would 
feel somewhat different if the sur- 
plus was as a result of a merged 
status or consolidation. 


Chairman Taylor: Since you gentle- 
men have been kind enough to dis- 
cuss this question so freely, I think 
it only fair to say that this item was 
included in a SEC statement with 
a footnote to the effect that it was 
the earned surplus of a predecessor 
company. The SEC, in requesting 
for an amendment, asked that the 
accountant preparing the statement 
write a letter explaining his view- 
point. Consequently, I thought it 
would be a good idea to get some 
other ideas before writing that 
letter. 


Mr. Chandler H. Lapsley: J would 
refer the member who submitted the 
question to the S.E.C. Statement, 
issued by Carman G. Blough*. He 
discusses therein the adjustment of 
surplus in the case of a concern 
which had failed to take up depre- 
ciation over a long period of years, 
then all of a sudden, at a certain 
date, declared “From _ thereafter, 
earned surplus.” I took issue with 
Mr. Blough about that. I went to 
see him in Washington several 
times, and we discussed it. My idea 
was that a corporation starts with 
either a paid-in surplus or with- 
out a surplus, and from its inception 


* S.E.C. Release No. 1 (Accounting Series), April 1, 1937. 
541 


a 
Ss 
S 
1 
t 
1 
1 


either earns a surplus or runs into 
deficit. Dividends. can be paid out 
of capital surplus under the laws of 
Delaware, but I do not think it 
alters the fact that you don’t have 
an earned surplus from a corpora- 
tion until it actually earns a surplus. 
Any statement to the contrary I do 
not believe fair to an investor who 
does not understand all the techni- 
cal terms used in connection with 
surplus. I think the accountant 
should be strictly correct in the defi- 
nition and characterization of sur- 
plus. 


Chairman Taylor: Any other com- 
ments on that question? 


A Member: There was a some- 
what similar case in my office. The 
parent company was merged into 
the subsidiary company, and the 
stock of no par value of the subsidi- 
ary company was changed to $10 
par value. The earned surplus at 
the time the parent company merged 
into the subsidiary was shown on 
the new company’s books as earned 
surplus, with a notation to the effect 
that it was earned surplus of the 
parent company acquired by the 
subsidiary company at the time of 
merger—a way of handling the item 
somewhat similar to the way it was 
handled in the question just read. 


Chairman Taylor: Was that con- 
tinued as a separate item on future 
statements? 


Same Member: I think subse- 
quent handling of it was by a foot- 
note on the balance sheet to the 
effect that earned surplus consisted 
of earned surplus of the merged 
company. 


Another Member: We had a situa- 
tion exactly like the one presented 
here with the exception that the 
new corporation had a slight change 
in the name; it was using “and” 
written out, while the “&” sign was 
used in the old name. The surplus 
at the time of the reorganization has 
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become a deficit at the present time. 
We filed SEC reports with the pres- 
ent deficit, stating as a footnote, 
however, that the surplus at the 
time of reorganization was so much. 
We have been doing that for several 
years now, and have had no com- 
plaint. 

The interesting point is waiting 
for the surplus which now is a deficit 
to become a surplus again. As I 
understand it, a Delaware corpora- 
tion can not pay a dividend out of 
that, so this year we were requested 
by the company to delete the state- 
ment that so much surplus had 
arisen at the time of the reorganiza- 
tion, and that the present deficit in- 
cludes part of that surplus. How- 
ever, our office is not inclined to 
do so. 


Mr. Simpson: I would like to com- 
ment on the remarks made by the 
gentleman who raised the question 
as to a parent company which had 
two or three subsidiaries and oper- 
ated them for a time, subsequently 
merging them with the parent com- 
pany. 

A Member: No, the parent com- 
pany had a substantial investment 
in dollar value, amounting to 67 per 
cent, I believe, of the capital stock 
of the subsidiary. For tax purposes, 
the parent was merged into the sub- 
sidiary. 

A Member: The point I have in 
mind was the case of a parent com- 
pany which had had three or four 
subsidiaries for a period of years, 
and then, to take advantage of the 
recent change in the tax laws, merely 
merged the subsidiaries. That sur- 
plus continues because all that has 
happened is that the parent company 
has merely substituted the character 
of the investments, but carries on 
with the earned surplus as it would 
appear in consolidation. 

A Member: Concerning that point 
you just raised—suppose a minority 
interest amounted to 30 per cent of 
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the subsidiary companies that were 
merged with the parent, would you 
still consider there was no parent 
entity in the merger? A parent and 
five subsidiaries go into a statutory 
consolidation and form a new com- 
pany with the same name as the 
parent company. Would you then 
consider the surplus as carried for- 
ward? 


Mr. Simpson: Yes, I think I 
would. 


Same Member: If the minority 
interest was, say, thirty million dol- 
lars? 


Mr. Simpson: I don’t see that the 
character of the earned surplus 
changes at all. 


Same Member: Suppose a new 
company should issue thirty million 
dollars more in stock to acquire the 
minority, so that after the merger 
they are all one company. Would 
you say that would constitute a 
new company? 


Mr. Simpson: No, I cannot see 
that it does. I think it is just merely 
a case of disclosing the facts. 

If it is a statutory consolidation, 
you have good justification to carry 
forward the surpluses. Certainly 
the proportion of surplus applicable 
to that 30 per cent could not be con- 


sidered earned surplus by the new’ 


enterprise. That would not come 
into the earned surplus at all. 


Chairman Taylor: I think Mr. 
Peloubet covered that in his original 
remarks; if you make full disclosure 
you cannot be criticized. If you had 
said that the earned surplus included 
the earned surplus of the consolidat- 
ing companies existing at the time 
of reorganization, and had stated 
the amount of it, it seems to me 
there could not be any criticism. 


Mr. Peloubet: I do not see any 
particular difference between that 
and any other surplus on that posi- 
tion. The fact that you acquired 


thirty per cent, that thirty per cent 
of the surplus is surplus on acquisi- 
tion, just as if you acquired the 
whole company, isn’t it? 


A Member: My thought is that 
there is a major change involved. 


Mr. Peloubet: Exactly. If the 
old company acquired the new one 
in toto the surplus of the acquired - 
company would be all surplus on ac- 
quisition. Furthermore, unless your 
minority stockholders are all philan- 
thropists, you would not get that 
stock at par; you would have to buy 
the surplus of the minority stock- 
holders. And, inasmuch as you can- 
not buy earned surplus, you would 
therefore have an investment which 
was more than the par of your 
minority stock. If you should treat 
it as any other surplus on acquisi- 
tion, it would drop out, in my 
opinion. 

Same Member: Would you differ- 
entiate there from a 100 per cent 
owned subsidiary? 


Mr. Peloubet: Yes, I do not think 
you could avoid that. 


Chairman Taylor: We are not 
talking about the same thing; you 
are talking about 30 per cent and 
he is talking about 70 per cent. 


Mr. Peloubet: The 70 per cent 
would be carried forward and the 
30 per cent is “frozen”. However, I 
really meant to ask Mr. Simpson a 
question on minority interests which 
I do not think was covered in his 
paper. 

Let us say we have a parent com- 
pany that owns 90 per cent of the 
subsidiary “B” (the parent was “A’”’). 
Subsidiary “B” owns 100 per cent 
of another subsidiary, “C”. Sub- 
sidiary “C” has a surplus; subsidi- 
ary “B” has a surplus. What is the 
composition of the minority inter- 
est or how do you state the compo- 
sition of the minority interest of 
“B” in the consolidated balance 
sheet? 
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Mr. Simpson: Well, you start 
from the bottom and work up. 


Mr. Peloubet: That is, you would 
show the proportion of “C” sur- 
plus? 

Mr. Simpson: Consolidate that 
with “B”, show the minority inter- 
est combined, and then work it up 
to the top. 


Mr. Peloubet: Does that go any 
further than your first subsidiary? 


Mr. Simpson: First bear in mind 
that a consolidated statement is a 
theoretical statement anyway; it 
shows the minority equities and the 
majority equities. 

A Member: Mr. Peloubet, are 
they all consolidated companies? 
You would have to consolidate from 
the lowest one up to the top, other- 
wise you would not get a true 
minority interest. 


Mr. Peloubet: You cannot get 
anything out of “C” until it declares 
a dividend. 

A Member: With reference to 
the first question, assuming it to be 
a new Delaware corporation in 1938, 
how would you treat that dividend 
on the balance sheet? 


Mr. Simpson: I think I would 
take it out of earned surplus (unless 
there was a specific statement to the 
effect that it should come out of 
prior surplus), provided the most 
recently acquired surplus would be 
sufficient to accommodate the amount 
of dividend. 


A Member: I have a question on 
Mr. Simpson’s paper. Suppose you 
have a company, “A”, that has on 
its books assets (say mining proper- 
ties) of $100,000. Company “B” ac- 
quires 90 per cent of the stock of 
Company “A” at $900,000. How 
would you set up a minority inter- 
est of 10 per cent in a consolidated 
balance sheet? 


Mr. Simpson: I would calculate 


the minority interest on the basis of 
the amount carried on the subsidi- 
ary’s books. I would not give any 
consideration to the amount paid 
by the majority’s interest over the 
amount carried on the subsidiary’s 
books because that would be in- 
dulging in theory as to what the 
value of the other 10 per cent was. 
I would ignore it because I would 
deal only with the facts on hand, 
namely: the cost of the 90 per cent 
acquired. 


A Member: | have a question of 
“The Treatment of Minority Interests”. 
Suppose that a company controls a 
subsidiary on the basis of the com- 
mon stock interest, and the pre- 
ferred stock dividends go in arrears. 
The preferred then votes, but tech- 
nically it is in default. Should you 
consolidate the company after that 
event takes place? 


Mr. Simpson: That would de- 
pend to a large extent on the signifi- 
cance of the outstanding interest. 


Same Member: Suppose they re- 
main in default for three or four 
years? 


Mr. Simpson: I have a recollec- 
tion that in the SEC rules applicable 
to certain of the registration stocks 
there is a phrase, “applicable to 
other than events of default.” To me 
it would depend a good deal upon 
the relative significance of the amounts. 


A Member: I have a question. 
As one of the previous speakers said, 
the whole subject of consolidated 
statements is, you might say, ficti- 
tious. There is no such entity as a 
consolidated group, so we have to 
go ahead and look at the substance 
of the entity rather than the legal 
nature of it. 

A new corporation, just organ- 
ized, takes over the stock of another 
company, so that the new corpora- 
tion is merely a holding company. 
The subsidiary has a large surplus, 
and the day after the organization 
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of the new corporation it declares a 
dividend. I would like to know the 
opinion of the Committee as to 
whether this should be treated on 
the parent company’s books as 
earned surplus or as capital surplus. 
The parent company has just been 
organized, receives a dividend from 
a subsidiary company, and the divi- 
dend was voted the day after the 
organization of the new company. 
Is that earned surplus or capital sur- 
plus? 

Chairman Taylor: This is an en- 
tirely new parent? 


Same Member: Yes. 


Mr. Simpson: I would say that is 
capital surplus. 


A Member: How much did they 
pay for the stock in subsidiary com- 
panies? 


A Member: They paid just the 
par value of the subsidiaries’ stock. 


A Member: Isn’t it a question of 
whether the same stockholders have 
an interest or not? 


A Member: Yes. The theory is 
that the date of acquisition is the 
foundation of our concept as to 
whether the earnings are capital 
surplus. My opinion (and the opin- 
ion of others in our office) is that 
the date of acquisition is the date 
the old company acquired the stock, 
not the date of the organization of 
the new company. When we speak 
of “date of acquisition” of a sub- 
sidiary we do not mean the date of 
acquisition on which a new company 
was organized; it goes back to the 
date of acquisition of the predeces- 
sor, so that the dividend declared in 
such an event would be an earned 
surplus of the new company. 

A new company is organized with 
issues of par value stock equal to 
the par value of a subsidiary, which 
it acquires, naturally, from the old 
interests. The old interests of the 
subsidiary are now controlled by 


the old owners of the new company, 
and a dividend is paid by the sub- 
sidiary to the new company. Now, 
we look on that as earned surplus, 
because it comes from earnings since 
date of acquisition of the subsidiary. 


Chairman Taylor: Is their as- 
sumption that a new corporation is 
organized and newly financed? 


Same Member: No, a new cor- 
poration is organized and issues its 
stock for stock of another holding 
company. One holding company 
owns a subsidiary and a new Dela- 
ware holding company is organized. 


Chairman Taylor: Is it the same 
concern all the time? 


Same Member: The same own- 
ers; all that has happened is they 
have shifted the parent company so 
that now there is a Delaware com- 
pany. 

Chairman Taylor: We have a con- 
solidated balance sheet before, a 
consolidated balance sheet after; 
the same family, the same equity. 
If it is earned surplus before, it is 
earned surplus after. 


Same Member: Not according to 
some of the speakers, because the 
new company started yesterday, and 
cannot very well have an earned 
surplus today. 


Chairman Taylor: The question 
concerned reorganization where not 
more than one company was in- 
volved. One was a New York com- 
pany, and afterwards a Delaware 
company. It was a question of stat- 
ing in the balance sheet of the Dela- 
ware company the fact that some of 
the earned surplus of the Delaware 
company was in existence prior to 
its reorganization. 

To bring out the point, let us 
suppose that we have, just made 
changes in the company. There ex- 
ists a parent company “A” with 
several subsidiaries, “B”, “C’’, “D”. 
Without any changes in “A” at all, 
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two or three of these subsidiaries 
dissolve and transfer all their assets, 
subject to liabilities, over to one of 
the subsidiaries—or to the parent. 

Now there was a _ consolidated 
statement before the transfer which 
was ‘not a legal statement, but just 
an accounting statement. There was 
also a statement after the transfer. 
The fact that you merged some of 
those subsidiaries would not change 
the group; it is the concern that con- 
tinues, not the legal entity, when 
you are dealing with a consolidated 
balance sheet. 


Mr. Simpson: The point is that 
it would be the consolidated balance 
sheet of one company, with no 
change in the character or descrip- 
tion of the items. 


A Member: I have a question on 
Mr. Simpson’s paper with respect to 
the treatment of the minority in- 
terests, as follows: 

Company “A” holds 90 per cent 
of company “B”, a subsidiary. Com- 
pany “B” sells merchandise to com- 
pany “A” at a profit. In Mr. Simp- 
son’s paper he mentioned that in 
connection with the inventory on 
hand the inter-company profit would 
be eliminated for that inventory. 
How would such an adjustment af- 
fect the minority interests? 


Mr. Simpson: Compute your mi- 
nority interests strictly on the basis 
of the subsidiary company, which 
includes the particular profit made 
on those sales, but eliminate the 
inter-company profit against the 
consolidated surplus and the inven- 
tory. 

Same Member: Then you would 
only eliminate a portion of it? 


Mr. Simpson: No, 
amount. 


A Member: Suppose the minority 
interest was 40 per cent? 


the entire 


Mr. Simpson: In that case I think 
it would depend entirely upon the 
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relative significance of the figures. 
I do not take much stock in per- 
centages or anything else; you have 
got to take into consideration all the 
circumstances. You cannot deal with 
it in the abstract. It is essential to 
consider whether the inventory is 
important in relation to the total 
inventories. 


Same Member: But when there 
is a large figure like 40 per cent in- 
terest, and the inter-company profit 
is large enough to be included in the 
consolidated picture, is it not ques- 
tionable ? 


Mr. Simpson: Possibly so; 40 per 
cent of $10,000 may be small—40 
per.cent of $1,000,000 mav be im- 
portant. If it created any dispro- 
portionate result either way I think 
I would change the treatment ac- 
cordingly. 


Chairman Taylor: Particularly if 
the subsidiary sold all of its product 
to the holding company and not to 
outsiders at all. 


Mr. Simpson: Exactly. 


A Member: May I suggest that 
apparently the authorities in Wash- 
ington and in the other states have 
recognized the troubles which we 
accountants have. These are gradu- 
ally being eliminated for us by the 
laws which make it burdensome to 
have groups of affiliated incomes. 


Chairman Taylor: I have a ques- 
tion on Mr. Kingston’s paper. On 
the subject of inclusion and exclu- 
sion, I would like to know how some 
of these accountants would treat, on 
a consolidated balance sheet, the 
mortgages of a real estate subsidi- 
ary. A corporation “A” is a mer- 
chandising corporation and owns all 
the stock of a subsidiary, but the 
subsidiary is under bond and the 
parent company is not. How should 
those mortgages be stated in the 
consolidated balance sheet? It is a 
100-per-cent-owned subsidiary. 
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Mr. Simpson: I think you would 
find, in a good many places, that 
they are not consolidated. 


A Member: Would ‘it be prefer- 
able not to consolidate it, and to 
make a notation? 


Chairman Taylor: Bear in mind 
that the parent company operates 
all of the space of the subsidiary, 
and there is an income problem there 
as well. 


A Member: It seems to me that 
it would be logical that since the 
parent company is the sole occupant 
of the property it should be in the 
consolidation. If it rents to out- 
siders, however, I think I would ap- 
ply the same rule that was men- 
tioned today in connection with Gen- 
eral Motors Corporation. 


Chairman Taylor: How, on the 


’ consolidated balance sheet, would 


you state the mortgages? 


Same Member: How about ac- 
counts and notes payable to the 
subsidiaries ? 


Chairman Taylor: The parent has 
no obligations. 


Mr. Peloubet: No, but subsidi- 
aries’ funded debt is always shown. 
If you have bonds of a subsidiary 
you show the bonds on the consoli- 
dated balance sheet and you may 
or may not, depending on how perti- 
nent it is, say they are only obliga- 
tions of subsidiaries. Sometimes you 
do and sometimes you do not; oc- 
casionally, they are guaranteed by 
the parent; but no matter how they 
are described, I do not think there 
is any doubt that a liability to an 
outsider would be shown on the con- 
solidated balance sheet. 


Chairman Taylor: Let us suppose 
that you had mortgages for $1,000,- 
000, and the real estate declined in 
value so that you lost all your in- 
vestment in the stock of the sub- 
sidiary. 


A Member: Presumably it would 
still keep those premises; it would 
not abandon them regardless of the 
fact that the property had declined. 
If it has abandoned that property, 
I suppose it could be entirely elim- 
inated from the balance sheet. 


Chairman Taylor: In the particu- 
lar case I have in mind they are 
considering that. 


A Member: I have seen a balance 
sheet of a real estate company that 
has a subsidiary that goes on all 
bonds. The accountants who pre- 
pared this balance sheet (it was not 
a consolidated balance sheet) showed 
the real estate under assets less 
mortgages (which are not the obli- 
gation of the parent company). As 
long as it was distinctly stated I do 
not suppose it would make much of 
a difference but I would not have 
done it that way. 


A Member: I would like to ask a 
question, Mr. Chairman, on Reor- 
ganization. There was a company 
“A” with assets of $800,000, capital 
stock—all common—of $300,000, and 
earned surplus of $300,000. There 
was one stockholder “X” who sold 
his stock entirely to “Y”, the latter 
continuing to pay for it by getting 
money out of the company. That 
is to say, the assets were to be liqui- 
dated over a period of time, and 
“Y” bought the stock, agreeing to 
pay in installments. 

Immediately after that “Y” re- 
organized company “A” into “B” 
and “C”. Company “B” took $200,- 
000 of the assets and issued $200,000 
capital; Company “C” took $400,000 
of the assets and issued $400,000 
capital. “Y” thereupon sold the 
stock—at least he gave options of 
Company “C” for $400,000; which 
were just options to be taken up so 
many a year. “Z” exercised his op- 
tion for $25,000, presenting his cer- 
tificate for redemption. The certifi- 


‘cate was redeemed and the $25,000 


“C” stock held by “A” was trans- 
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ferred to “Z”. “Z” then gave $25,000 
to “Y” to pay his obligation, who 
took the $25,000 and paid it to “X”. 
Does “X” receive any surplus? 


Chairman Taylor: The question 
is did the original stockholder, when 
he received the $25,000 from the 
earned surplus then accumulated, 
receive what constituted a dividend 
and an earned surplus? 


A Member: It would not seem in 
this case that the question of re- 
ceiving any earned surplus should 
arise because “X”’, the original stock- 
holder, merely sold his stock. There 
is no question of earned surplus at 
all. “Y” gave an option to “Z”, and 
“Z”’ redeemed his stock, so the only 
question was whether “Z” received 
any. 

A Member: How could there be 
any earned surplus until the trans- 
action was complete? Some of the 
future property might be sold at a 
loss. 


Chairman Taylor: I do not think 
there is any question of earned sur- 
plus; it is a question of whether or 
not taxable income was derived. 


A Member: Reverting back to 
inclusions and exclusions, I have in 
mind a situation of brother and sis- 
ter affiliations instead of parent and 
children affiliations. In other words, 
the stock is owned by identical in- 
terests, the officers being the same, 
and the business practically con- 
ducted as a unit, although as two 
separate legal entities—two separate 
corporations. There are troublesome 
questions of inter-company accounts 
involved, in the case that a proper 
picture of the entire enterprise can- 
not be presented without a consoli- 
dation, I should like to know what 
the practice and opinions of the 
members would be in such a situa- 
tion. 

To make my question a little more 
concrete I have two examples in 
mind, the first being that of a depart- 


ment store occupying the premises 
of a real estate corporation, the stock 
of both corporations (that is, of the 
merchandising and real estate end 
of it) being owned by identical in- 
terests. The other concerns a manu- 
facturing business that has broken 
up its activities into two different 
branches, incorporating each branch 
in a different state. Both operate 
their main offices through one 
branch, however, and to all intents 
and purposes really operate this one, 
merely having broken up the cor- 
porate entity, because a manufactur- 
ing unit is located in another state, 
for convenience of operation. I 
wonder whether there is any objec- 
tion, accounting legal or otherwise, 
to consolidating a situation of that 


kind. 


Mr. Simpson: I was going to sug- 


gest that your problem could prob- . 


ably be answered by comparing the 
combined statements showing the 
two companies in parallel columns 
with an eliminations column elimi- 
nating all inter-company accounts, 
where practical. Of course you 
should also show the respective 
amounts of capital and the respec- 
tive amounts of surpluses of the two 
companies, identifying them as such 
in that statement. 


A Member: But you would not 
consolidate them ? 


Mr. Simpson: You cannot do that 
unless you have an inter-company 
ownership. 


Chairman Taylor: They may have 
inter-compan~ sales accounts in an 
inventory. You may have all the 
problems you have in parent and 
child, except that the stockholders 
are several individuals, or one. 

It is impossible to get an adequate 
picture of the financial condition or 
the results of operations without 
combining them. I think that an- 
swers itself; you should combine 
them, because the technique of con- 
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solidated accounts is fictitious and 
designed for that purpose. 


Mr. Halsey: Of course, if you 
had a divided stock ownership I do 
not see how you could possibly 
combine them. 


A Member: It all depends, in my 
opinion, for what purpose you use 
the statement. If you are using it 
for the information of the owners 
that is one thing. It is very useful 
for them to know what the net re- 
sult is, but once you start using that 
statement for third parties, mixing 
up the liabilities of various entities, 
nobody can know who is responsible. 


Chairman Taylor: In that respect, 
is the situation any different from 
the one where there is a common 
parent corporation? 


Same Member: No, it would not 
be any different, but even there the 
same difficulty would arise. 


Chairman Taylor: In other words, 
we come back to what we started 
with—that a consolidated statement 
is not a statement of a legal account, 
but an accounting device for elimi- 
nation. As was pointed out before, 
you would have a mortgage bond of 
the subsidiary. 


A Member: I think one point has 
been overlooked in this past discus- 
sion. In a consolidated statement 
there is always the implication that 
a parent company owns more than 
50 per cent of the stock of the sub- 
sidiary and that therefore it can 
exercise majority voting rights. As 
an example, three or four partners 
own a half dozen apartment houses 
in the Bronx, each having his pro- 
portionate amount of stock, and 
they want each house under a sepa- 
rate corporation. Nobody has a ma- 
jority of stock in these different 
companies, so I would not say there 
is no reason, but there is not the 
same reason for preparing a con- 
solidated balance sheet. These 


people may be interested to know 
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how much rent they get from all 
these houses, or how much they 
spend on coal or oil, but just as a 
matter of curiosity. 


Chairman Taylor: In reality they 
are separate enterprises, and do not 
deal with each other. In the instance 
given, however, it was one enter- 
prise, and could easily have been one 
corporation. In this case they are 
separate enterprises, and there is no 
reason for consolidation. 

The idea of a consolidated state- 
ment, as I understand it, is to give 
the same picture of the companies 
put together as though they were 
one corporation doing the whole 
business. It is just for the purpose 
of showing what would be the situa- 
tion if you had dissolved all the sub- 
sidiaries and made one company, as 
you could easily do in a 100-per-cent- 
owned situation. However, where 
there are isolated enterprises, each 
one doing its own business, then 
there seems to be no purpose in cre- 
ating this situation that we speak of. 


A Member: With respect to the 
combined statement that this gentle- 
man has raised a question about, 
there may be some use for state- 
ments of companies—maybe infor- 
mation needed as to the operation of 
the companies, etc. It is exactly like 
one entity, except that it was found 
necessary to have separate com- 
panies. 

I would like to refer to a case we 
have had in our office recently of 
three companies owned identically 
by the same stockholders, but not 
affiliated in any other way. In that 
case it was necessary to prepare a 
combined statement of the three 
companies as if they were a single 
entity, the reason being that the 
statement was needed for bank pur- 
poses. The stock of all those com- 
panies had been placed as collateral 
for a bank loan, and the bank natu- 
rally wanted to know what the en- 
tire position was, rather than have 
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to combine the assets, liabilities, in- 
come, etc., themselves. We dis- 
tinctly stated that the companies 
were not affiliated except through 
ownership by common stockholders, 
because there is always a danger in 
making a combined statement that 
some creditor (i.e., the mortgage 
company) will get the impression 


that his debt is better protected than 
it really is. Of course, we showed 
the names of the companies there, 
and in other ways in the consoli- 
dated statement, we showed the 
stocks of each company on the credit 
side and the surplus of each com- 
pany separately so as not to mis- 
lead anybody. 
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At the fourth of a series of five round-table discussions on the evening 
of November 8, 1939, at the Hotel Woodstock, the following addresses and 
discussions took place under the direction of the Committee on Real Estate 
Accounting of which Mr. Allan C. George is Chairman. 


Uniform Accounts for Real Estate 
By Max Fink, C.P.A. 


OR almost two decades the 

National Association of Build- 
ing Owners and Managers has an- 
nually accumulated and analyzed 
operating figures submitted by sev- 
eral hundred office buildings in ac- 
cordance with a uniform system of 
accounts. 

The standard classification of ac- 
counts, in accordance with which 
these reports were prepared, recog- 
nized certain general principles, on 
the basis of which the accounts 
were grouped. On the income side 
this involved a separation of rental 
income from service income and mis- 
cellaneous income. 

On the expense side it called for a 
division of expense items into four 
main groups: (1) operations, con- 
sisting of routine expenses of oper- 
ating the building, which remained 
fairly constant from year to year, 
(2) construction, including altera- 
tions, decorating and repairs, items 
which varied considerably from year 
to year with the condition of the 
building and the renting situation, 
(3) fixed charges, including insur- 
ance, operating taxes and deprecia- 
tion, items remotely affected by 
management policy, and (4) finan- 
cial expenses, consisting of ground 
rent, organization expense, interest 
expense, corporate taxes, uncollecti- 
ble accounts, etc. 

These groups of income and ex- 
pense items were broken down into 
individual accounts in the follow- 
ing manner: 

Rental income was classified into 
accounts for office rent, ground floor 


or store rent, basement rent, and rent 
of special areas. 

Service income, representing spe- 
cial services to tenants, was classi- 
fied into accounts for: electric light, 
steam, ice and water, towels, clock 
service, alterations for tenants, job- 
bing, and other services. 

Miscellaneous income was sepa- 
rated into accounts for income from 
sale of waste, and other miscella- 
neous income. 

The important group of operation 
expenses were classified into the fol- 
lowing accounts: cleaning, electri- 
cal, heating, air conditioning and 
ventilating, plumbing, elevators, 
general expense, and building and 
administrative expense. 

The other important group, con- 
struction expense, was classified into 
the following accounts: alterations 
—tenants’ premises, decorating— 
tenants’ premises, (for costs of al- 
terations and decorating in tenants’ 
premises which were not billed to 
tenants), alterations—non-rentable 
areas, decorating non-rentable 
areas, and repairs—general building. 

Each of the foregoing expense ac- 
counts included under the heads of 
operation and construction expenses 
was further analyzed by a series of 
natural divisions of expenses such as 
wages, social security taxes, com- 
pensation insurance, supplies and/or 
materials, fuel and/or steam pur- 
chases, electricity and/or power, re- 
frigeration, and water. While not 
officially adopted by the industry as 
a whole, this uniform classification 
of accounts is now in fairly general 
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use by office buildings throughout 
the country. 

At the last convention of the Na- 
tional Association of Building Own- 
ers and Managers, held in June of 
this year, a uniform system of ac- 
counts substantially identical with 
the system here outlined was pre- 
sented to the convention for con- 
sideration with a view to its adop- 
tion at some later date. However, 
the use of a uniform system of ac- 
counts in connection with other 
types of buildings as, for example, 
loft or apartment house buildings, 
is not as general as for office build- 
ings. 

Several years ago the Accounting 
and Exchange Committee of the 
Real Estate Board of New York 
undertook to prepare a_ simplified 
owners’ statement to be used by 
agents and others in accounting to 
owners for income and expenses of 
properties in their charge. At that 
time it was found that about 334 ex- 
pense classifications were in use. 
From among these the Committee 
selected 26 expense classifications 
which, in its opinion, were con- 
sidered adequate for the average 
loft or apartment building. These 
classifications were as follows: (1) 
advertising, (2) brokerage, (3) elec- 
tricity, (4) fuel and heat, (5) gas, 
(6) insurance, (7) legal and collec- 
tion expense, (8) maintenance con- 
tracts, including exterminating, etc., 
(9) management fees, (10) miscel- 
laneous, (11) pay roll, (12) painting 
and decorating, (i3) building, ma- 
sonry and ironwork repairs (includ- 
ing supplies and maintenance), (14) 
carpentry, (15) electrical, (16) ele- 
vator, (17) miscellaneous repairs, 
(18) plumbing and steamfitting, (19) 
refrigerators, (20) roofing and 
waterproofing, (21) shades, shower 
curtains, glazing and awnings, (22) 
supplies, including cleaning and 
janitor supplies, (23) taxes (other 
than real estate), (24) telephone, 
(25) uniforms, (26) water. Since its 


publication about three years ago 
this classification of expenses has 
been adopted by many institutions 
and management companies, and its 
use is gaining with many real estate 
concerns. 

It is hardly necessary to expand 
on the value of a uniform system of 
accounts to a group of professional 
accountants, but allow me to point 
out some of the advantages that have 
already accrued to the industry by 
reason of the adoption of uniform 
accounts. The office building in- 
dustry, through the use of uniform 
accounts, has been able to compile 
comparable income and _ expense 
data, reduced to a common unit of 
measurement—the square foot of 
rentable space—for hundreds of 
buildings in the last nineteen years. 
For the year 1938 comparable data 
was obtained on 486 office buildings 
containing 63,823,776 square feet of 
rentable area situated in 83 cities. 
For the year 1937 The Real Estate 
Board of New York was able to pre- 
pare a tabulation of comparable in- 
come and expense data, reduced to 
a per-room basis, on about 100 ele- 
vator apartment houses in Manhat- 
tan. This tabulation was based on a 
questionnaire framed according to 
the uniform classification of ex- 
penses contained in the Simplified 
Owners’ Statement prepared by the 
Board. These are just a few in- 
stances. As time goes on, the ad- 
vantages to the industry as indicated 
above will multiply many fold with 
the more general use of uniform ac- 
counts for real estate. 


Discussion 


A Member: Is an accounts re- 
ceivable ledger set up in the general 
operation of the buildings? 


Mr. Fink: Yes, such an account is 
set up monthly. In the first place 
you set up the accrual of rent ac- 
cording to the lease, ordinarily in a 
rent register. You indicate the ten- 
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ant’s name, space, the monthly rent 
—all the way down—and then, after 
listing all your tenants, you total 
the column of rents, which would be 
part of the journal entry crediting 
rental income and debiting accounts 
receivable. The regular controlling 
account is carried in the general 
ledger for that total. Also, of course, 
in most instances a separate ledger 
account would be carried with re- 
spect to each tenant, where he would 
be charged with his monthly rent as 
it accrues and, of course, credited 
with cash or other credit items— 
such as allowances and credits of 
that nature. 


A Member: Is the rental value of 
vacancies generally put on _ the 
books? 


Mr. Fink: Only for memorandum 
purposes; the matter of vacancies is 
important as a matter of statistics, 
although it is usually eliminated at 
the very beginning. The procedure 
is something like this: The value of 
the rentable space is obtained by list- 
ing every unit of space. The next 
step is to eliminate from that addi- 
tion the vacancies, then what is left 
becomes rents receivable and is rep- 
resented by amounts due from vari- 
ous tenants. 


A Member: On the subject of 
vacancies, I have had a suggestion 
made by an owner which has quite a 
little value. The method he sug- 
gested is a charge for the full capac- 
ity rental, followed by a credit for 
any vacancies or concessions. In 
that way he feels he has a better con- 
trol on any vacancies or supposed 
vacancies where an apartment is ac- 
tually rented. On the P. & L. state- 
ment the figures appear under in- 
come, of course—capacity of income 
less vacancies. Besides giving the 
desired information such as we have 
discussed already, the owner is able 


to see any decreases or increases in 
the monthly or annual rental. 


A Member: Speaking of statistics, 
you mentioned that with regard to 
office buildings there is a breakdown 
by square footage of rental space. 
You also mention, for room analysis, 
that there is a breakdown with re- 
spett to per room basis. Now, due 
to variation of room size, do you 
think that that is a more reliable 
standard than cubic footage? ; 


Mr. Fink: That is a very impor- 
tant point. There has been quite a 
difference of opinion on that ques- 
tion among technical men. The aver- 
age owner understands what is 
meant by a room, and he does his 
renting on that basis, which is the 
most customary unit in use. When 
you try to make comparisons of the 
cost of fuel, for instance, it might be 
a lot better to reduce your building 
to the cubic area, and then make 
your comparisons on the basis of the 
cubic area in that particular build- 
ing, inasmuch as there is a definite 
relationship between the heating 
cost and the area of the building. 
But as a general proposition you will 
find that most of the expenses and 
income items are broken down in the 
case of apartment houses according 
to units and rooms. 


Vice President Stewart: Mr. 
Fink, how would you figure the per- 
centage of occupancy? Would you 
vary your estimate on an estimated 
rental basis? 


Mr. Fink: As a matter of practice 
among office buildings three bases 
are used. There is the rentable area, 
then the rented area, then an area 
eliminating the store values—in 
other words, what is called the 
“office rented area”. The industry 
uses those three bases rather than 
the one. 
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Auditing Problems Affecting Real Estate 
By FEerson Grover, C.P.A. 


| have made no discovery. I lead 
no crusade. I have had no strange, 
humorous or odd experience. I think 
of no panacea for old age or unem- 
ployment, and I feel that my selec- 
tion for this role was not a fre- 
requisite to the welfare of the 
_ commonwealth, or to keeping us out 
of the war. 


Formerly, in the horse-and-buggy 
days, we accountants often searched 
deeply into our consciences as to the 
propriety or impropriety of complex 
accounting situations. Now, we con- 
sult counsel and pray that Washing- 
ton will be satisfied. 


Someone chose the title for my 
remarks, namely, “Auditing Prob- 
lems Affecting Real Estate.” Please 
observe, therefore, that nothing was 
said as to answers or solutions. 


First, you will understand I am 
sure, that auditing objectives are 
fundamentally the same regardless 
of the business carried on. One such 
objective is detection of fraud. On 
that I refer you to our libraries, and 
to the recent study reported in the 
New York Certified Public Account- 
ant, issue of October, 1939. Another 
objective is to prepare financial 
statements which fairly present a 
concern’s assets and liabilities and 
the result of its operations. You 
have been told about that before or 
you would not be here. Half-truths 
are no more truths than half-wits are 
wits. 

Second, you will bear in mind that 
the real estate business is world- 
wide, perhaps universal. It is carried 
on throughout the civilized world, 
wherever men live and trade. With- 
in the general term “real estate” 
there are many distinctions and 
viewpoints, each important to the 
accountant. The term “real estate” 
might refer, for instance, to naked 
land, or to land occupied by a build- 


ing, or containing a mine. There are 
income- and non-income-producing 
properties. There are farm and city 
properties, churches and _ theatres, 
banks and factories, homes and 
stores and, last but not least, ceme- 
teries. Real property is one of the 
oldest and largest branches of the 
law, and it covers lots of ground. 
On the other hand, for instance, 
there is the viewpoint of the owner; 
there is the viewpoint of the builder ; 
there is the viewpoint of the agent, 
and there is the viewpoint of the 
tenant. The former may sometimes 
regard the latter as a bit “teched,” 
and vice versa. 

Advancing on the owner, we must 
inquire as to sources of his capital. 
Financing bothers many owners. 
The auditor’s procedure is often 
more easily determined upon if he 
recognizes a shoe-string on sight. 
Nowadays we have the. so-called 
“owner in possession under an as- 
signment of rents.” What do you 
call the principal asset on his balance 
sheet? Quite frequently a major 
audit problem is to prevent the 
owner from mingling his private 
affairs with his real estate affairs, 
whether the owner appears as a 
stockholder, as a parent company or 
as a sole proprietor. Sometimes the 
owner is a buyer, sometimes he is a 
seller, and sometimes the twain do 
meet, as when subsidiaries make a 
deal. 

Beware of subsidiary corporations 
formed for building or owning pur- 
poses unless you have full access to 
their affairs. Loans to a president 
do not ordinarily add to a property 
value, and that goes for loans to 
Aunt Minnie and to corporations 
owned by either. The auditor should 
step over so-called “corporate bar- 
riers” for any verifications he needs, 
or, rather, he should not be deterred 
by them when they are merely that. 
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An agency business may concern 
itself with buying and selling as a 
broker, or it may be in the business 
of management for a fee. An agency 
usually presents a leading problem 
in the volume of the funds it handles 
for others, regardless of the rela- 
tively nominal assets of the agency 
itself. 


The oft-mentioned equity in real 


‘ estate—that is, the excess of the 


ledger amount over the mortgage— 
is, shall I say, a variety of ideology, 
often ideal but unreal. I hope that 
some Columbus of our profession 
may yet discover a means of getting 
the. ideology out of the land and 
building classifications. Earning 
capacity, earning power, present 
value of tenant leases, wherever and 
by whomsoever capitalized, should 
be described accordingly, in prefer- 
ence to being called land or building 
value. We begin to see the sub- 
stance of which real estate “booms” 
and “busts” are made when we see 
present earning power (if that) be- 
ing capitalized as property value, 
merely upon transfer of title from 
corporation to corporation, from 
owner to owner, or upon retiring one 
bond issue with a larger one. If so- 
called “historical cost” is to become 
fully useful it would seem it should 
refer to the last cost determinable 
on a basis of money parted with. 


Since 1929, following which some 
leading mortgagees became owners, 
the practice has grown to consider 
earnings before depreciation, i. e., to 
show the cash throw-off of a prop- 
erty, and to stop there. I recall a 
remark I heard not so long ago: 
“Forget the depreciation ; those con- 
cerned in the property are intelligent 
persons.” I hope that it is needless 
to say that the speaker was not an 
auditor. In the design of operating 
statements I believe that the auditor 
may-and should take note of what 
the property does, as compared with 
what the owner does. For instance, 
in like situations, where one owner 


borrows his capital and another 
owner invests his money, the build- 
ing operations can be fairly com- 
pared before interest. In fact, they 
properly should be. On the other 
hand, accountants may well be an 
Ark of the Covenant in which to re- 
tain and preserve respect for wear 
and tear. 


The banks, savings institutions, in- 
surance companies and such lenders 
on mortgages may prefer to omit 
consideration of depreciation where 
they are already stuck, but I think 
none would omit it on a new loan. 
The strength and force of their 
thought in the latter respect may 
perhaps be evident in the provisions 
for amortization being incorporated 
in many or all new loans and re- 
newals. I urge that depreciation, or 
its omission, should be made clear 
in any and every operating state- 
ment for real estate. 

We accountants have three other 
leading and important problems to 
which I will now refer. First, as to 
whether we are to make a review 
or examination of title, and if so, 
how? Second, as to whether and 
how we will verify vacancies. I 
think the auditor should always con- 
sider vacancies a leading problem 
in an auditing engagement. He who 
would attempt inspection of prem- 
ises, however, must needs arise early, 
if he gets to bed at all. Did you ever 
try to check vacancies in an apart- 
ment house or sizeable loft build- 
ing? Or, did you ever try to check 
the housekeeper’s list of vacancies in 
a large hotel for transients? Third, 
if there is a rental agent, to what 
extent is the auditor for the owner 
to review the agent’s work and be 
responsible therefor? Is the rental 
agent just another employee of the 
owner? 

One of the relatively minor prob- 
lems of the hour is the time of ac- 
crual in the case of New York City 
taxes. Many of those to whom I 
have spoken seem to have no scruples 
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about understating current liabil- 
ities. Chronically lapping and with- 
holding also require attention, of 
course; and pay rolls—Oh yes !—pay 
rolls. I wonder! Also, the vouch- 
ing of a lot of vouchers for disburse- 
ments is a problem. It must be 
done, however, and it must be done 
intelligently if it is to be worth while. 
Collections in cash made at distant 
points also require the auditor’s at- 
tention. 

As to revenues: rent paid by 
tenants is, of course, a leading form 
of revenue from real estate. How- 
ever, on the inside of a hotel prop- 
erty, for instance, one encounters 
revenue in about as many forms as 
in a small community. In fact, 
wherever you find tenants, you will 
find charges other than the rent paid 
for occupancy. As a rule occupancies 
are represented by leases. They should 
be checked out. Leases run the scale 
of legal imagination and embody all 
of the “necessary” clauses thought 
of by lawyers for hundreds of years. 
Leases often refer, among other 
things, to insurance, taxes, services, 
alterations, percentages of sales, 
rents, evictions, fires, baby car- 
riages and cats. To read and under- 
stand all of the leases in a larger 
New York City set-up would test the 
facilities of a sizeable law firm. I 
should not be surprised if a younger 
auditor, upon emerging from his 
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first real estate engagement, con- 
siders himself quite a fellow. He is. 

Revenues involve rents, prepay- 
ments, security deposits, percentages 
of sales, house charges, and what not. 
In subdivision accounting the cash 
comes in as interest and taxes, with 
amortization of contract or mortgage 
receivable. Accounting for revenues 
in the larger units (i. e., Empire 
State Building or Radio City) is a 
job no matter how accomplished. 

The preparation of rent schedules, 
or some such form of budgeted revenue 
from tenants, is very important to 
management and to the auditor. The 
schedules should provide separately 
for each and every rentable space- 
unit, whether occupied, vacant or 
withdrawn for service use. No credits 
should be allowed thereagainst un- 
less approved in writing. 

Beware of tenant receivables in 
arrears. 

Problems are found in the present 
day mortgage extension agreements 
or, more technically speaking, in 
mortgage reorganizations. Read one 
of these printed mortgage reorgani- 
zation plans yourself if you doubt 
my observation. Just reading one 
is a problem, believe it or not. 

Closing statements for property 
sales and exchanges present no real 
problem other than that some trades 
are veritable Chinese puzzles. 


What to Do About Recording Mortgages on the Balance Sheet 
By Benjamin J. Etson, C.P.A. 


It is a common practice in pre- 
paring a balance sheet of a real 
estate company to list the mortgages 
payable as liabilities. As a matter 
of fact these obligations are rarely 
liabilities of the owner of the property 
on which they are liens. In very 
few instances is the owner “liable on 
the bond”, as the colloquial way of 
expression puts it. In almost all 
cases today real property is held 


subject to the mortgages, and the 
relationship of debtor and creditor 
does not exist between mortgagor 
and mortgagee; consequently, it is 
inaccurate to list these items as lia- 
bilities. 

There is today a growing tend- 
ency to subtract mortgages which 
are not liabilities from the assets 
on which they are liens. This com- 
putation is made after first deducting 
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from the gross value of the asset 
the reserve for depreciation applying 
thereto. The net amount which re- 
mains after the reserve for deprecia- 
tion and mortgages are deducted is 
what we know in real estate parlance 
as the “equity.” This method of 
setting up the asset and deducting 
therefrom the mortgages against it 
shows more accurately the financial 
picture than does the conventional 
way of listing these items. The 
mortgages which are not liabilities 
are charges only against the piece of 
property to which they apply, and 
not against any of the other as- 
sets. Every member of this audience 
surely has seen instances during the 
depression years of one or more 
pieces of property being dropped be- 
cause they could not be operated 
profitably, while better paying par- 
cels were retained under the same 
ownership and went merrily on to 
await a day of greater prosperity. 
In these cases the old saying about 
one rotten apple spoiling the rest 
does not apply, since each piece of 
property stands or falls by itself. 


I believe the balance sheet set-up 
of showing the “equity” on the as- 
set side is not only correct from a 
technical point of view, but also is 
correct from a practical standpoint. 
Certain difficulties in the mechanics 
of presentation might arise in cases 
where the mortgages and reserve for 
depreciation would exceed the asset 
account, resulting in a minus figure 
on the left side of the balance sheet. 
This difficulty can usually be over- 
come by a little ingenuity in group- 
ing. 

This brings us into the interesting 
problem as to whether property 
should be carried below zero by con- 
tinued accruals of depreciation, un- 
paid taxes and interest. At a recent 
meeting of this Committee a mem- 
ber told of a client who had acquired 
the deed to a large piece of property 
for $500. The property had large 
accruals of unpaid taxes and inter- 


est against it, and the new owner 
had no intention of making any pay- 
ments against either these arrears 
or the taxes and interest which might 
accrue in the future. The mortgagee 
was reluctant to foreclose. The 
buildings had a substantial value and 
the depreciation deductions were 
sizeable. In such case the member 
presenting the facts asked the mem- 
bers of this Committee, “Should I 
continue to depreciate and make ac- 
cruals until the property is lost by 
foreclosure, or stop making these de- 
ductions and accruals after the $500 
equity is wiped out?” It is also to 
be noted that the use of the former 
method would result in the showing 
of income, when the property is fore- 
closed. There was considerable dis- 
cussion as to the pros and cons of 
the two ways of handling this prob- 
lem. I do not know what the opinion 
of the majority of my colleagues 
would be, but my own opinion is 
that, generally, charges against a 
particular piece of property should 
cease when the equity becomes zero. 
I have seen instances of property, 
which has greatly appreciated in 
value over its original cost, with 
mortgages on it in excess of such 
cost. In such case, of course, I 
would not apply the above rule. This 
might lead us into a discussion as to 
when real estate should be revalued 
on the balance sheet—but that is not 
the subject I am discussing tonight 
and, frankly, is not a subject I 
should feel capable of discussing at 
any other time. 


Some of you may very well, at this 
point, argue that taxes on real estate 
and interest on mortgages which are 
not liabilities, should also be de- 
ducted from the property to which 
they apply and not be carried as lia- 
bilities on the credit side of the bal- 
ance sheet. This viewpoint is logi- 
cal but would result in serious 
distortion of the current position in 
most cases, since these items are 
usually payable currently and their 
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listing as a subtraction from the 
fixed asset would eliminate them 
from working capital figures. This 
same objection might apply to in- 
stallments payable on mortgages 
which are due within the current 
period. 

Within the confines of this small 
paper I have raised some few ques- 
tions which are of interest to many 
of us. Many of these questions I do 
not even presume to answer. The 
purpose for which property is being 
held and the likelihood of its being 
retained or dropped will, in many in- 
stances, determine the best way to 
carry these items on the balance 
sheet and at what point, if ever, to 
cease charging depreciation, inter- 
est and taxes against a particular par- 
cel. The accountant must use his 
own common sense and apply it to 
the various situations which come 
before him. As time goes on, our 
methods of balance sheet presenta- 
tion will undoubtedly go through a 
process of change, so that this im- 
portant means of presenting finan- 
cial data will show a clearer picture. 
Perhaps the time may come when 
the credit side of the balance sheet 
will carry, in certain cases, a new 
classification for the listing of items 
which are not liabilities. 


Discussion 


A Member: Where there are cor- 
porations managing property for 
other corporations (of which there 
are a lot in New York City), to what 
extent should statements submitted 
by corporations be verified? 


Mr. Grover: Rather than try to 
answer that question, I will just 
mention one or two angles to it. 
“A”, let us say, has buildings—which 
we can visualize—with a reasonable 
number of tenants in them. We are 
asked to make an audit and report 
to the owner on the status of his 
business. We find that each month 
his bookkeeper posts the results 


from the rental agent’s statement, 
and we look at it and pass on. Later, 
we find that the rental agent has 
skipped or has reported vacancies 
where there are tenants; he may be 
withholding and overlapping. I do 
not know what may happen behind 
the scenes, but I am afraid we would 
be held negligent if we did not go 
farther. 

On the other side of the problem, 
we have no license whatsoever to go 
into the rental agent’s affairs with- 
out his consent and permission. 


A Member: There is a phase of 
real estate accounting outside the 
bounds of regular accounting, which 
I think is very much like a detective 
examining an agent’s report. There 
may be, for example, an item ior in- 
stallation of a piece of plumbing 
equipment, and in referring to the 
rent register you find that the area 
has been vacant. Many such oppor- 
tunities arise in examining agent’s 
bills. Of course, it does not occur 
very frequently during the course of 
an audit that the auditor has the 
time available to make such a thor- 
ough examination, but that is one of 
the opportunities available to him. 


A Member: I would like to ask 
Mr. Grover a question. What, if any, 
is the responsibility of the auditor in 
connection with the examination of 
the public records as to the titles of 
the properties? 


Mr. Grover: That is a good ques- 
tion, to which I know of no answer 
at this time. It is one of those situa- 
tions in which, if we are misled into 
some unfortunate situation, we will 
be held blameworthy, and if nothing 
happens, nothing will happen. That 
is all I can tell you about it. We are 
not competent—as accountants it is 
not within our field of knowledge— 
to examine titles; it is distinctly a 
matter of law for the attorney. We 
should not assume to do it nor hold 
out to anybody that we have done so. 
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THE NEW YORK STATE SOCIETY OF 
CERTIFIED PUBLIC ACCOUNTANTS 


FOREWORD 


This booklet provides 


1—A list of publications of the Society from April, 


1923 to October, 1939. 


2—An index of “The New York Certified Public 
Accountant” and predecessor publications, Octo- 
ber, 1930 to October, 1939. This supersedes a 
similar index issued in October, 1936. 


During the period from 1897, when the Society was 
organized, to 1923, shortly before its regular office was 
established, many bulletins, reports, pamphlets, direc- 
tories, etc., were published by or under the auspices of 
the Society and its committees. Unfortunately no cen- 
tral file of such literature was maintained by the Society 
during that period. We now wish to complete our files 
in this respect. Will members who have in their own 
files publications issued during the period mentioned 
kindly communicate with the Society’s office. 
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1.—Regular bulletins 
20 issues at irregular dates 


Bulletin of The New York State Society of Certified Public 
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Monthly Oct. 1932 to June 1938 


9 issues published monthly from October through June. Starts with 
Volume No. I—October, 1932, and ends with Volume VI, No. 9, the 
June, 1938 issue. 

The New York Certified Public Accountant.......... Oct. 1934 to July 1938 
Successor to the “Bulletin”. Issued quarterly (October, January, April 
and July). Starts with Volume No. V. . 

The New York Certified Public Accountant............. Oct. 1938 — to date 
Issued monthly from October to June inclusive. This combined the 
“Monthly Bulletin” and the previous New York Certified Public 
Accountant issued quarterly. Starts with Volume No. IX. 


2.—Special Bulletins and Booklets 
Importance of the Verification of Inventories in Connection with 


Certified Public Accountants of the State of New York............ Dec. 1924 


Technical Monograph No. 1 Accountants’ Reports. A Report of the 
Technical Committee on Accountants’ Reports of The New York State 


Society of Certified Public Accountants... Jan. 1927 
Report of the Legislative Survey Committee...................00- Jan. 1928 
Report of the Committee on: State Jan. 1930 
Report of the Committee on Inventory Verification................ Mar. 1930 


Relation between Accountants and Bankers. (Discussion with Committee 
of the Robert Morris Associates at a meeting of The New York State 
Society under the direction of the Society’s Committee on Cooperation 
with Bankers and Other Credit Grantors)... ..<<<2.¢.000%5. Nov. 16, 1931 


Some Data Relating to Audits by Independent Public Accountants of the 
Financial Statements in the 1931 Published Annual Reports of Corpo- 
rations with Stocks Listed on the New York Stock Exchange.. Oct. 1, 1932 


Tentative Classification of Accountancy Services.............0+: Jan. 12, 1933 
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Addresses and Discussion Relating to the Federal Securities Act and 
Accounting Requirements under the National Industrial Recovery Act 


Dr. James M. Landis and Malcolm Muir................... Oct. 30, 1933 
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Report of the Committee on Legislative Survey..............6. Oct. 24, 1934 
Final Report of the Committee on Legislative Survey........... Jan. 11, 1935 
Refunds of Processing and Floor Stocks Taxes and the Unjust Enrich- 

ment. (Windfall) Tax’ by: Joseph Getz Nov. 1936 


Report of the Committee on Education (Educational Qualifications Which 
Certified Public Accountants Consider That Those Entering Their 


The Problem of Inflation as It Affects Business Today—By Dr. Marcus 

An Open Letter to the Delegates of the State Constitutional Convention on 

the Subject of Debt and Budget Policies of the State........ May 24, 1938 


Extensions of Auditing Procedure (A Report of the Special Committee on 
Auditing Practice and Procedure of The New York State 
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4.—Year Books—1907 to date (no copy for 1909). 


6 


A 


A 


A 


A 


A 


be 
Ac 
Ac 
| 


ww 


Alphabetical Index of Subjects, Authors and Titles Covered in “The New 

York Certified Public Accountant” and Predecessor Publications from Octo- 

ber 1930-October 1939 and Leading Articles Appearing in the “Monthly 
Bulletin” from October 1932-June 1938. 


Accountancy, Ethics 
Ethics in Relation to the Practice of Accountancy 
Myron A. Finke—Apr. 1934 
Accountancy, General 
Accountant’s Responsibility to the Public, An 
J. William Hope—June 1939 


Accountants and the Public Service 
George S. Van Schaick—July 1935 


Accountants Should Come “From Behind the 


Curtain’ 
Frank A, Gale—Oct. 1937 
Ambit of the Duties and Responsibilities of the 
Certified Public Accountant 
A, S. Fedde—Apr. 1937 


Common Effort Toward a Common Goal 
Frederick H. Hurdman—Feb., 1938 M. B. 
Is Specialization in the Practice of Accountancy 
a Desirable Development? 
Morris C. Troper—Apr. 1933 


Our Profession 
James F. Hughes—July 1937 


Accountancy, History 
Accountancy Views Its Progress and Looks Ahead 
Arthur H. Carter—Apr. 1936 


le Certified Public Accountant Law in History, 
1€ 


Norman E. Webster—Apr. 1936 

Milestones of the Professions 
William L. Ransom—Apr. 1936 

Three Orphans—Neglected Accounting Societies 
Norman E, IW ebster—June 1939 


Accountancy, Law 
Administration of the C.P.A. Law in New York 
State, The 
Harian H. Horner—Jan. 1935 
Celebration of Passage of the First Certitied 
Public Accountant Law 
James F. Hughes—Apr. 1936 
~ York Certified Public Accountant Syllabus, 
1e 
Norman E, Webster—Apr. 1934 
Accountancy Views Its Progress and Looks Ahead 
Arthur H. Carter—Apr. 1936 
Accountant’s Liability for Failure to Discover 
Fraud, The 
John R. Wildman—Oct. 1930 
Accountant’s Office 
Internal Organization of an Accountant’s Office 
Frederic W.. Squires—Oct. 1934 
Accountant's Responsibility to the Public, An 
J. William Hope—June 1939 


Accountant’s Role in New York City Emergency 
Taxes 
George L. Weisbard—Nov. 1938 
Accountants and Banks 
Mar. 1933-——M. B. 
Accountants and the Public Service 
George S. Van Schaick—July 1935 


Accountants, Junior 
Some Aspects of the Training of Junior Account- 
ants 


Paul E, Bacas—Apr. 1931 


Accountants’ Reports and Working Papers 
Mechanical Features of Accountants’ Reports and 
Working Papers 
DeWitt C. Eggleston—Oct. 1934 


Accountants Should Come ‘From Behind the 
Curtain” 
Frank A. Gale—Oct. 1937 
Accountants’ Working Library, The 
Library Committee—Jan. 1938 M. B. 
Accounting and the Stock Exchange 
J. M. B. Hoxsey—April 1931 
Accounting, England 
Some Problems Affecting the Profession of 
Accountancy in England 
Thomas Keens—July 1931 
Accounting Equipment for Insurance Companies 
S. Carlton Kingston—Oct. 1933 
Accounting for Containers and Deposits on Con- 
tainers as Applied to Breweries 
Herbert H. Vasoll—Mar. 1939 
Accounting Machinery 
Accounting Equipment for Insurance Companies 
S. Carlton Kingston—Oct. 1933 
Accounting Machinery of Today 
Accounting Machinery Committee—Oct. 1937 
Accounts Payable Recording under Bookkeeping 
Machine Procedure 
Robert T. Allen and J. Andrew Crafis— 
Mar. 1939 
Auditing Punched Card Records 
William R. Donaldson—Oct. 1932 
Auditing Records Kept by Cashier Type Machines 
Jacob Bennett—Oct. 1932 
Automatic Bookkeeping via Adding Machine 
Justin Jacobs—Oct. 1936 
Choosing Accounting Machinery 
Lucius H. Coleman—Oct. 1935 
Cooperation between Certified Public Accountants 
and Bookkeeping Machine Manufacturers 
Justin Jacobs—Oct. 1932 
Duplicating Devices for Accountants 
Lewis Gluick—Oct. 1936 


Note—M. B. refers to predecessor ‘Monthly Bulletin.” 
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